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Executive Summary 


The Canada-U.S. Free Trade Agreement will 
be of significant economic benefit to Canada. It 
establishes a new trading relationship based on 
more secure and open access for each country 
to the other's markets. This will bring benefits to 
many sectors of the Canadian economy. 


For agriculture, the government had several 
objectives in the negotiations. It aimed to improve 
access for exports of farm products to the U.S. 
market, to make that access more secure and to 
preserve Canada’s agricultural policy instruments. 
These objectives have been accomplished. The 
Agreement will gradually eliminate all tariffs 
between both countries while at the same time 
addressing a broad range of non-tariff barriers 
that affect agricultural trade between the two 
countries. 


Specific impacts by agricultural sector noted 
in the assessment include: 


Grains and Oilseeds 


@ Potential for increased exports of canola oil, 
soybean oil, and high quality wheat and oats; 


@ Opportunities for increased canola oil 
exports to the United States through the 
phasing out of U.S. tariffs on that product. 
After three years, the decrease in the U.S. 
tariff on canola will more than offset the 
removal of Western Grain Transportation 
Act (WGTA) benefits to west coast ports; and 


e Increased potential markets for sales of 
milling and pasta wheats in the United States 
immediately upon the Agreement coming 
into force. 


Livestock and Red Meats 


@ |ncreased export market opportunities for 
high quality finished cattle for slaughter, and 
for high quality beef and pork; and 


Some possible opportunities for increased 
imports of feeder cattle to Canadian feediots, 
which will improve capacity utilization and 
create a larger domestic market for feed 
grains. 


Dairy 

@ No effect on the milk supply management 
system. Existing import controls on a broad 
range of dairy products remain in place and 
steps were recently taken to widen the 
scope of import controls in support of the 
milk supply management system. 


Horticulture 


¢ Benefits for some specific commodities, 
no effect on most other commodities, and 
adjustments for a very few (e.g., grapes); 


@ Secure access to a large market in the 
United States for both fresh and processed 
potatoes, benefitting the Maritimes; 

e Expanded export opportunities for cole 
crops, including broccoli, brussels sprouts 
and cauliflower; and 


e Increased sales of such fresh vegetables as 


cabbages, carrots, onions, onion sets and 
sweet corn, and increased sales of English 
greenhouse cucumbers from Ontario. 


Poultry and Eggs 


@ No effect on primary producer returns for 
chicken, turkey and eggs from tariff reduc- 
tions since import controls are maintained, 
although the import quotas for chicken, 
turkey and eggs will be revised to reflect 
actual recent import levels; and 


@ Some export opportunities for hatching 
eggs and day-old chicks. 


The Special Crops Sector 


@ Some opportunity for increased exports of 
tobacco. 


The Agreement could lead to greater and 
more diversified agri-food exports, principally as 
a result of more secure and predictable market 
access. Large U.S. markets are close to Canadian 
production centres for most farm commodities 
and food products, thus opening market oppor- 
tunities. Farm product exports to the United 
States were $2.7 billion in 1986. That represents 
32 per cent of total agricultural product exports. 
The Agreement safeguards Canadian agricultural 
marketing systems and provides flexibility for the 
introduction of new supply management systems 
consistent with our rights and obligations under 
the General Agreement on Tariffs and Trade 
(GATT). There will be adjustment in some 
commodity areas and in the food processing 
industry, but the overall assessment indicates 
that the agricultural and food industries should 
do well under the Agreement. 


Introduction and Overview 


The Canada-United States Free Trade 
Agreement is an historic and precedent-setting 
accord governing the largest bilateral trade in 
the world. When it comes into force on January 1, 
1989, the Agreement will achieve major objec- 
tives for both countries. It will eliminate barriers 
to trade in goods and services between the two 
countries. It will facilitate fair competition within 
the free trade area and significantly expand 
liberalization of conditions for cross-border 
investment. The Agreement will also establish 
effective procedures for the joint administration 
of its provisions and the resolution of disputes. It 
meets the test of fairness and of mutual advan- 
tage to both Canada and the United States and 
sets the foundation for further bilateral and 
multilateral co-operation to expand and enhance 
the benefits of the Agreement. 


The Agreement is an important contribution 
to Canada’s future sustained economic growth, 
development and prosperity. It is consistent with 
Canada’s obligations to its trading partners in the 
General Agreement on Tariffs and Trade (GATT), 
building upon GATT principles and going beyond 
them in new areas such as services and trade- 
related investment measures. The Agreement, 
together with the Uruguay Round of multilateral 
negotiations under the GATT, shows Canada’s 
commitment to reducing trade barriers around 
the world. Trade liberalization, a cornerstone in 
the government's overall economic strategy, 
offers Canadians a chance to grow and prosper 
in a competitive and dynamic economy. By add- 
ing significantly to economic growth, incomes 
and employment, the Agreement will allow 
governments to continue to stimulate economic 
development in Canada’s poorer regions and to 
strengthen social programs for all Canadians. 


From the beginning of the bilateral trade 
negotiations, close consultations were under- 
taken with a wide variety of sources. Advice was 
sought from the business community through the 
International Trade Advisory Committee and the 
15 Sectoral Advisory Groups on International 
Trade. First Ministers held nine special meetings 
to discuss the negotiations, as well as discus- 
sions at their annual First Ministers’ Conference. 
Provincial trade representatives participated in 
regular meetings of the federal-provincial 
Continuing Committee on Trade Negotiations, as 
well as in individual working groups on each of 
the elements of the Agreement. Government 
expertise in each sector of the negotiations was 
drawn from all relevant departments, ensuring 
the closest interdepartmental co-operation. This 
level of consultation, unprecedented for Canada 
in international trade negotiations, ensured that 
all interests and advice were taken into account 
to the greatest extent possible in every element of 
the Canada-United States Free Trade Agreement. 


This publication is one of a series of 
Canada-U.S. Free Trade Sectoral Assessments 
prepared by the Government on several sectors 
and issues such as agriculture, fisheries, energy, 
industry and consumers. Each Sectoral Assess- 
ment begins with a general discussion of the 
overall economic impact of the Agreement based 
on the major study released by the Department 
of Finance. The Sectoral Assessments then 
examine the implications of the Agreement for 
the sector, providing background information, 
describing the elements of the Agreement and 
presenting an assessment of the economic 
impact on the sector. 


Macroeconomic Impacts of the Agreement 

A comprehensive analysis of the macro- 
economic impacts of the Agreement has been 
undertaken by the Department of Finance, and is 
reported in the document The Canada-U.S. Free 
Trade Agreement: An Economic Assessment. As 
the study shows, the Agreement will provide 
significant economic benefits to Canadians: 


@ Canadian consumers will pay lower prices 
for both imported and domestic goods; 


@ investment will be undertaken in response 
to opportunities provided by the new trade 
environment 


@ industries will reap the benefits of larger 
scale production and will become more effi- 
cient and more competitive; 


@ the productivity of Canadian workers will 
increase and so will their real incomes; 


@ the economy will grow more strongly and 
more jobs will be created; and 


@ the economy will become more flexible, 
more innovative and more dynamic. 


The Finance study indicates that the 
Canada-U.S. Free Trade Agreement will raise 
the real incomes of Canadians by at least 
2.5 per cent. This represents a permanent 
increase in real income of $12 billion in today’s 
dollars, or about $450 for every Canadian. This 
estimate quite likely understates the size of the 
economic benefits flowing from the Agreement 
because some important aspects of the Agree- 
ment are not captured in the analysis. For 
example, aspects of the agreement such as free 
trade in services, liberalization of conditions for 
cross-border investment, more certainty about 
security of access to the large U.S. market and 
the dynamic effects of free trade in the form of 


a more flexible and more innovative economy 
will provide additional net benefits that are real, 
positive and potentially very large, but cannot be 
precisely measured. 


The Department of Finance analysis sug- 
gests that most Canadian industries — those that 
are more highly protected now as well as those 
currently receiving little trade protection — will 
benefit from the Agreement and that all regions 
will share in the benefits. Central Canada with its 
large manufacturing base will benefit from a 
stronger and larger manufacturing sector. Other 
regions will benefit from lower prices of manu- 
factured products and greater scope for upgrad- 
ing of their resources. Resource-based regions 
will also benefit directly as the Agreement 
reduces the risk of a further increase in U.S. 
protectionism. 


The economic benefits from the Canada-U.S. 
Free Trade Agreement will begin to be realized 
shortly after implementation of the Agreement, 
on January 1, 1989. Prices for a wide range of 
consumer goods will be lower, expanding the 
purchasing power of Canadian households. 
Investment in plant and equipment will expand 
as Canadian firms move to take advantage of 
their enhanced access to the huge U.S. market- 
place. Increased consumer and investment 
spending will lead to stronger economic growth 
and more job creation. Department of Finance 
estimates of the impacts of the Agreement on 
employment over the medium-term fiscal 
planning horizon indicate a net increase of 
120,000 jobs by 1993, only five years into the 
phasing-in of the Agreement. Moreover, the 
number of new jobs created will continue to 
grow as the Agreement is fully implemented. 


But the output and employment gains from 
the Agreement go further. Without free trade, the 
increasing threat of U.S. and international protec- 
tionism would place at considerable risk the 
robust pace of output and employment growth 
that Canada has enjoyed in recent years. Over 
the last three years, for example, real output 
growth in Canada has averaged 3.7 per cent and 
employment growth has averaged 2.9 per cent, 
or over 300,000 jobs per year. The Agreement 
will not only create new employment opportu- 
nities for Canadians, it will also help to secure 
existing jobs. In the absence of the Agreement, 
any increase in U.S. protectionism will clearly 
cost Canadians jobs. Illustrative scenarios of 
possible U.S. protectionist measures suggest the 
risk of job losses could be substantial. 


The Department of Finance analysis sug- 
gests that the Canadian economy should have 
few difficulties in responding to the new oppor- 
tunities provided by the Agreement and in making 
the adjustments that will be required. This con- 
clusion is based on the following considerations: 


e first, the Canadian economy has shown 
a great deal of flexibility and adaptability in 
the past in handling the size and types of 
changes that will be required by the Agree- 
ment. Between 1960 and 1987, average 
Canadian tariff rates vis-a-vis the United 
States have dropped from 14 per cent to 
4.5 per cent, yet during that period incomes 
and output grew more than 200 per cent, 


second, the reduction in trade barriers will 
be implemented gradually over 10 years, 
giving enough time for businesses and 
workers to adapt to the free trade 
environment; 


third, the Canadian economy is well posi- 
tioned to adjust quickly and smoothly and to 
take advantage of the new opportunities 
provided by the improved and more secure 
access to the U.S. market. Canada’s inter- 
national competitive position has improved 
substantially over the past several years. 
Since 1983, Canada’s record of output and 
employment growth has been the best of all 
major industralized countries; and 


fourth, not only will the adjustment 
requirements be minimal compared with the 
changes normally occurring — every year 
for instance, there are five million job 
changes in Canada involving more than four 
million workers — but the federal govern- 
ment has in place a wide array of programs 
to assist individuals and businesses to adapt 
to changes In business and labour market 
conditions that will arise from free trade. 


Substantial programs are in place to assist 
Canadian workers and businesses to respond to 
the Agreement. The most important federal pro- 
gram directed at labour adjustment is the Cana- 
dian Jobs Strategy, which provides financial 
assistance for training, job development and 
relocation of workers. Employment and Immi- 
gration Canada also runs the Industrial Adjust- 
ment Service and provides counselling, referral 
and placement services. Unemployment 
Insurance is always available to help Canadians 
make the transition from one job to another. An 
equally extensive range of programs is available 
which will help Canadian businesses capitalize 
on the new opportunities created by the Agree- 
ment. They include: the Trade Commissioner 
service of the Department of External Affairs; the 
Program for Export Market Development; the 
Microelectronics and Systems Development 
Program and the Technology Outreach Program 
operated by the Department of Regional Industrial 
Expansion; and the new approach to regional 
development embodied in the programs and 
services of the Atlantic Canada Opportunities 
Agency, the Western Diversification Office and 
the Federal Economic Development Initiative in 
Northern Ontario. The Prime Minister has recently 
announced the establishment of the Advisory 
Council on Adjustment, composed of represen- 
tatives from business and labour organizations 
and academics, to advise the government on the 
effectiveness of these programs in the context of 
the Agreement. 


Agri-Food Sector 

The agri-food sector is a major contributor to 
the national economy. When all its aspects are 
included, from input supplies to final food 
consumption, it is one of the country’s largest 
economic sectors — 9.1 per cent of Gross 
Domestic Product (GDP) in 1985. This reflects 
the volume of food processing, distribution and 
retailing activity (6.7 per cent of GDP in 1985), 
the sector's contribution to total Canadian 
employment (13.1 per cent in 1985) and its con- 
tribution to Canada’s positive agricultural trade 
balance (in 1986, Canada exported $1.8 billion 
more in agricultural products than it imported). 


Across Canada, substantial differences exist 
in terms of the commodities produced, local 
markets and prospects, partly as a result of 
environment and climate. Prairie producers, who 
concentrate on grain and livestock production, 
are quite vulnerable to fluctuations in world 
commodity prices. In contrast, eastern agriculture, 
due to its wider product mix and greater empha- 
sis on serving the domestic market, has had 
more stable returns. 


Overall, the prosperity of Canadian 
agriculture depends greatly on international 
markets, since over a third of agricultural receipts 
are derived from exports. Realized net farm 
income from market sources declined in recent 
years, reflecting the deterioration of world market 


prices for exported agricultural commodities. 
The federal government's income stabilization 
programs (Agricultural Stabilization Act and 
Western Grains Stabilization Act) have been 
supplemented recently by new measures which 
protect farmers from the dramatic income short- 
falls and financial distress caused by falling 
international market prices. These measures 
include the Special Canadian Grains Program, 
Farm Debt Review Boards, farm credit programs 
and other programs. The total financial commit- 
ment of the federal government to agriculture 
has been substantial, approaching $4.5 billion in 
1986-87. When direct government payments to 
the sector are taken into consideration, 

overall realized net farm income will be some 
14 per cent higher in 1987 than in 1986. This 
overall picture, however, masks important 
sectoral and regional differences. 


The negotiation of the Agreement has taken 
place at a time when there is considerable 
uncertainty and instability in global agricultural 
markets. This disarray is due to depressed inter- 
national market prices caused by the agricultural 
policies pursued by major industrialized 
countries. To compound the problem, rapid 
improvements in technology have increased 
supply relative to demand, thus putting additional 
pressure on farm prices. A revived strong growth 
in world demand for agricultural commodities, 
such as occurred during the 1970s, would help 
to ease the problem, but such prospects remain 
highly uncertain. It is more likely that excess 
capacity to produce farm products as well as the 
protectionist agricultural policies of competitors 
will persist for at least the balance of the 1980s 
and possibly well into the 1990s. 


In contrast to this relatively sombre global 
outlook, the potential for growth in agricultural 
exports to the United States is good. This situa- 
tion Is reflected in the recent trends in total 
Canadian farm exports and exports to the United 
States (Charts 2.1 and 2.2). Close proximity, 
relatively high economic growth rates, similar 
grading and distribution systems for the products 
traded bilaterally and, above all, a relatively open 
trade environment, suggest that agricultural 
exports to the United States should continue to 
grow faster than Canada’s offshore exports. 


Agricultural trade between Canada and the 
United States covers a wide range of commodi- 
ties. A breakdown of trade by commodity in both 
directions in 1986 is shown in Chart 2.3. 


Reflecting the less favourable situation in 
offshore markets, the importance of the U.S. 
market has increased significantly for Canadian 
farmers. In 1986, the United States was Canada’s 
leading export market for farm products, 
purchasing 32 per cent of total farm exports. 

If grains and oilseeds are excluded, the role of 
the U.S. market becomes significantly more 
important. In 1986, over 60 per cent of non-grain 
and oilseed exports were sold in the United 
States. In recent years, there has been a marked 
increase in the percentage of products other 
than grains and oilseeds being exported to the 
United States. This proportion has increased 
rapidly from 37 per cent in 1981 to nearly 

62 per cent in the first half of 1987 (Table 2.1). 
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Chart 2.2 
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Chart 2.3 
Canadian Agricultural Exports to the United States, 1986 
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Table 2.1 


Canadian Agricultural Exports (Excluding Grains and Oilseeds), Total and to the U.S. 
1981 to June 1987 


($ million) 


1981 
1982 
1983 
1984 
1985 
1986 
January-June 1987 


Source: Statistics Canada, Trade of Canada, 65-202 and 65-203 


This increased importance of the U.S. market 
reflects the combined impact of a number of 
factors including exchange rates, tariff reductions 
as a result of the last round of multilateral trade 
negotiations under the GATT, cyclical factors 
and the relatively favourable economic growth 
rates. In particular, exports of cattle, hogs and 
red meat to the United States have increased. 
Shipments of storable vegetables including 
potatoes have also shown strong growth. The 
increased share of exports destined for the 
United States also reflects reduced non-grain 
exports to the European Community and some 
decline in exports, such as pork, to Japan. 


The U.S. market is particularly important 
for Canadian exports of live cattle and swine 
(89 per cent of total exports), sugar (95 per cent), 
beef and pork (82 per cent), seeds for sowing 
(79 per cent) and maple products (77 per cent). 
The relative importance of the U.S. market for 
other commodity groups is shown in Table 2.2. 


The United States is Canada’s main supplier 
of imported agri-food products, accounting for 
59 per cent of imports. In recent years, agricul- 
tural imports from the United States have been 
on a downward trend, but this did not continue 
in 1986. Canadian purchases of U.S. agricultural 
products in 1986 rose by $207 million to 
$3.6 billion; most of the increase occurred in 
fresh vegetables due to lower-than-expected 
domestic production. 


The improving pattern of Canada-U.S. 
agricultural trade outlined above has periodically 
been threatened in recent years by U.S. trade 
actions. The United States has introduced a 
number of contingency protectionist actions 


against Canadian farm products. These have 
included a countervailing duty on live swine 
exports, an antidumping duty on British Columbia 
raspberries, import quotas on sugar and certain 
sugar-containing products, on-going harassment 
of potato shipments from the Maritimes and 
periodic difficulties with exports of other vege- 
tables from Ontario and Quebec. In addition, 
recent actions by a number of Midwest states 
adversely affected Canadian exports of livestock, 
particularly live hogs, due to alleged concerns 
about the use of the drug chloramphenicol by 
livestock feeders in Canada. Also, there have 
been complaints about exports to Pacific states 
of grain products assisted by freight subsidies. 
These trade irritants demonstrate the sensitive 
state of Canada-US. trade in farm products and 
the need to minimize future U.S. actions that 
adversely affect Canadian exports. 


The Agreement will provide an environment 
for further growth in Canadian agricultural 
exports under secure and predictable access. It 
allows agricultural policies and the agricultural 
marketing system to continue providing a stable 
environment for investment and growth. The 
improved economic efficiencies that will accom- 
pany the Agreement will enhance the sector's 
competitiveness both in the North American and 
global context. Such aggregate macroeconomic 
benefits should ensure that Canadian producers 
and the agri-food industry will be in a position to 
confront the challenges of global agri-food 
markets as multilateral agricultural trade reform 
progresses. 


Table 2.2 


Percentage of Canadian Agricultural Exports Shipped to the United States, by Commodity Group — 
Averages 1977-1981 and 1982-1986, Calendar Year 1986 and Value of 1986 Shipments 


Average Average Value 
1977-1981 1982-1986 1986 in 1986 


($ million) 
ALL COMMODITIES 2,660 


Over 75%! 

Sugar 

Live animals 

Other agricultural products 
Red meats 

Seeds for sowing 

Maple products 


Between 25% and 75%" 
Fruits and nuts 

Grain products 

Poultry and eggs 

Animal feeds 

Potatoes and products 
Vegetables, excl. potatoes 
Tobacco, raw 

Oilseed products 


Less than 25%! 

Other animal products 
Dairy products 
Oilseeds 

Grains 


’ Ranking based on 1986 


Source: Statistics Canada Trade Tapes 
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Common Elements of the Agreement 
That Affect Commodity Groups 


This section discusses the elements of the 
Agreement that affect the agriculture and food 
industry as a whole (a summary of the main 
elements of the Agreement may be found in 
Appendix A). Section 4 outlines their specific 
impact on each commodity. 


Tariffs 


Canada and the United States will eliminate 
all agricultural tariffs within 10 years. With respect 
to fresh fruits and vegetables, a conditional 
“snapback” to the Most Favoured Nation (MFN) 
rate of duty will be allowed for 20 years. 


Most tariffs on major export or import 
products of interest to Canada will be phased 
out over the full 10-year period. Tariffs for some 
products such as hams, sausages and alfalfa 
meal will be phased out immediately. Live cattle 
and sheep and some food products will be 
phased out over five years. 


Appendix B details the agricultural tariff 
phaseout. 


Export Subsidies 


Both countries have agreed not to use direct 
export subsidies on agricultural products shipped 
to each other. At present, only the United States 
has a direct export subsidy program, i.e., the U.S. 
Export Enhancement Program (EEP). Exports to 
Canada have not been eligible for the EEP, so in 
reality this agreement will not result in any 
noticeable changes. It does, however, provide 
a degree of security for Canadian and U.S. 
producers. 


Consultation Related to Third-Country Markets 


Both countries have agreed to take into 
account the export interests of the other when 
using any export subsidy on agricultural goods 
exported to third countries. They recognize that 
such subsidies may have prejudicial effects on 
the export interests of the other. 


Multilateral Trade Negotiations (MTN) — 
Common Objectives 


Both countries have agreed that their primary 
goal with respect to agricultural subsidies is to 
achieve, on a global basis, the elimination of all 
those that distort agricultural trade. They agree 
to work together to achieve this goal through the 
Uruguay Round of multilateral trade negotiations 
(MTN). This element is an agreement to work 
together in the MTN towards a specific goal and 
has no direct ramifications at this time for 
Canadian industry. 


Technical Barriers to Trade 


Both countries have agreed to minimize the 
trade impact of technical regulations and 
standards on agricultural, food and beverage 
goods. This involves bilateral co-operation of 
regulatory authorities to reduce technical 
differences that interfere with trade, while still 
protecting human, animal and plant health. This 
element of the package should prove very 
important for certain industries with significant 
export interests (e.g., red meats and potatoes). 
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Principles have been agreed upon to prevent 
the misuse of technical standards as barriers. At 
the same time, a number of specific border 
irritants have been resolved. Examples of these 
include: the U.S. threat to implement a full meat 
inspection system at the border; abolishing 
origin-staining requirements for seeds; setting 
criteria for regional recognition of disease-free 
areas; and provision of mutual accreditation of 
inspectors for issuing phytosanitary certificates. 
The Agreement has 12 schedules on technical 
regulations and standards covering such items 
as feeds, fertilizers, seeds, animal and plant 
health, veterinary drugs, pesticides, packaging 
and labelling and inspection. 


Consultation 


Both countries have agreed to consult on 
agricultural issues semiannually and at such 
other times as mutually agreed. This formalizes 
the ad hoc consultations that have been 
occurring. 


GATT Rights 


Canada and the United States retain their 
GATT rights and obligations with respect to 
issues not otherwise provided for in this 
Agreement. The value of this for Canada is that 
the government retains its flexibility in terms of 
domestic policy formulation. Providing it is 
consistent with our GATT rights and obligations, 
nothing prevents Canada from forming additional 
national marketing agencies with associated 
import restrictions. Also, the Agreement does not 
preclude Canada from adding, subject to GATT 
rules, additional products to the Import Control 
List should such action be necessary to preserve 
the integrity of the current supply management 
systems. 


Trade Disputes — New Binational Panel 


A new binational panel will replace judicial 
review of trade disputes in both the United States 
and Canada. At either country’s request, this 
panel will review final antidumping/countervailing 
duty orders to determine if an investigating 
authority of either party made a decision not in 
accordance with its law (including statutes), 
legislative history, regulations, administrative 
practice and judicial precedent. The decision of 
a panel shall be binding on the parties and their 
investigating authorities. 


This Agreement will not overturn outstanding 
countervailing actions against Canadian or U.S. 
products (e.g, live swine, cut flowers and corn), 
but will ensure that in any future actions 
(including reviews of existing actions) the U.S. 
authorities will not arbitrarily change their 
procedures for determining which programs are 
countervailable. 


Assessment of the Agreement’s 
Effect on Agriculture 


This section reviews the impact of the 
Agreement for the agri-food sector, on a broad 
commodity group basis. In making the sub-sector 
assessments that follow, it has been assumed 
that the current market conditions will not change 
dramatically, and that no major modifications will 
occur in the agricultural policies of either Canada 
or the United States. 


Ninety-nine per cent of Canada’s farms are 
family farms and the overwhelming majority are 
Operated by married persons who will share the 
adjustments and benefits of the Agreement 
described in this assessment. Farm women's 
groups have indicated that free trade is a major 
issue, along with issues relating to the farm 
financial situation and the survival of the 
family farm. 


The assessment that follows shows the 
impact of the various elements of the Agreement 
on grains and oilseeds, livestock and red meats, 
dairy, horticulture, poultry and eggs and special 
crops. 


Grains and Oilseeds 
Background 


This sector includes farm production of 
grains and oilseeds and primary food processing 
in which grains and oilseeds are used as raw 
materials. The major grains are wheat, barley, 
corn, oats and rye. The major oilseeds are 
canola, soybeans and flaxseed. 


Farm Production 


In 1986, exports of grains, oilseeds and their 
products totalled $4.9 billion, 59 per cent of the 
total value of agricultural exports. Of this total, 
only $183 million or 3.7 per cent was shipped to 
the United States. Wheat, barley and canola, 
which accounted for 34 per cent, seven per cent 
and five per cent of the total value of agricultural 
exports respectively, were the major export 
crops. Grain and oilseed products, primarily 
wheat flour and canola oil, accounted for six per 
cent of the total. Canada is the sixth largest 
producer and the second largest exporter of 
wheat in the world. It is the third largest producer 
and the largest exporter of canola. 


In Canada, over 33 per cent of all farm cash 
receipts in 1986 were from grains and oilseeds. 
Annual cash receipts from the sale of grains and 
oilseeds were about $7 billion (1986). Wheat 
accounted for 41 per cent of this total, barley 
11 per cent, corn 6.5 per cent and oilseeds 
15 per cent. 

There were 105,452 producers of grains and 
oilseeds in Canada in 1986. Of this total, 226 
were in Atlantic Canada, 3,139 in Quebec, 
14,426 in Ontario and 87,661 in Western Canada. 


In 1987, 59.4 million tonnes of grains and 
oilseeds were produced in Canada. Of this total, 
78.5 per cent was produced in Western Canada, 
15.3 per cent in Ontario, four per cent in Quebec 
and 0.4 per cent in Atlantic Canada. Wheat was 
the largest crop, accounting for 44 per cent of 
total production (96.7 per cent of all wheat was 
grown in Western Canada, 2.4 per cent in Ontario, 
0.7 per cent in Quebec and 0.2 per cent in 
Atlantic Canada). The second largest crop was 
barley, comprising 24 per cent of total produc- 
tion (distributed across Canada in a similar way 
to wheat). Corn, the third largest crop, com- 
prising 11.8 per cent of the total, was grown 
primarily in Eastern Canada (20 per cent in 
Quebec, 78 per cent in Ontario and two per cent 
in Western Canada). Canola was the largest 
oilseed crop in Canada (6.5 per cent of grain and 
oilseeds production) and was grown primarily in 
Western Canada (99.2 per cent). Soybeans was 
the second largest oilseed crop (2.1 per cent of 
total production) and was grown only in Ontario 
(98.8 per cent) and Quebec (1.2 per cent). Other 
crops grown (accounting for 4.3 per cent of 
the total) were rye, mixed grains, flaxseed, 
mustardseed and sunflowerseed. 


The Canadian Wheat Board (CWB) is the 
sole marketing agency for wheat, oats and barley 
grown on the Prairies and destined for export or 
for human consumption within Canada. Board 
sales of these grains account for 88 per cent of 
the volume of sales of the principal grains in 
Western Canada. Open market sales of grains, 
which also include flaxseed, rye and canola, 
account for the remaining 12 per cent. 


Feed grains for domestic consumption may 
either be delivered to the CWB or sold on the 
open market at the producer's option. Producers 
normally sell most feed wheat to the Board. Over 
the period 1980-81 to 1984-85, producers sold 
about 45 per cent of their feed oats and 16 per 
cent of their feed barley on the open market. 
About 40 per cent of barley production and lesser 
amounts of the other feed grains are exported. 


Other grains and all oilseeds on the Prairies, 
most notably canola, are sold through the open 
market into the commercial handling system. 
About half of the canola crop is exported, mainly 
as seed, with the remainder processed and 
consumed domestically as oil and meal. 


The Ontario Wheat Producers’ Marketing 
Board markets all Ontario wheat. Other grains in 
Ontario are handled by the private trade. In 
Quebec, wheat, corn and soybeans are marketed 
by the private trade. Wheat in Nova Scotia, New 
Brunswick and Prince Edward Island is marketed 
by the Nova Scotia Winter Grains Marketing 
Board. Other grains produced in Atlantic Canada 
are marketed through the private trade. 


Processors 

The Canadian milling industry directly 
employs 4,000 people at 32 separate mills. The 
wheat flour milling industry comprises 17 firms 
and has mills in all regions of Canada, although 
40 per cent of capacity is in Ontario. Industry 
output of flour is about 1.8 million tonnes from 
2.4 million tonnes of wheat ground annually. 
Flour exports are about 400 000 tonnes in wheat 
equivalents, which account for seven per cent of 
world flour trade. Cuba is Canada’s only 
commercial export market and the Canadian 
International Development Agency purchases 
account for most of the balance. 


The Canadian malting industry directly 
employs about 450 people in five malting 
plants. Total malting capacity is approximately 
450 000 tonnes, equivalent to 600 000 tonnes of 
barley. About 60 per cent of the total production 
is used domestically, primarily by the brewing 
industry (270 000 tonnes). The export market 
accounts for remaining 40 per cent. 


The Canadian oilseed crushing industry 
consists of 12 crushing facilities owned by nine 
different companies. The crush consists of 
soybeans and canola in Eastern Canada, and 
mostly canola with a small amount of sunflowers 
in Western Canada. Small volumes of flaxseed 
are also crushed in both regions. Combined 
crushing capacity is approximately 9 300 tonnes/ 
day and is split almost evenly between East and 
West. Canadian crushers process 1.3 million 
tonnes of canola and one million tonnes of 
soybeans each year. Canola and soybean 
crushers produce 720 000 tonnes of vegetable 
oil and 1.5 million tonnes of high protein 
vegetable meal annually. 


Assessment 

This section is divided into six subsections. 
The first subsection outlines elements of the 
Agreement specific to the grains and oilseeds 
sector. The next two subsections evaluate the 
expected impact of the Agreement on producers 
and processors respectively. The last three 
Subsections examine several issues expected to 
affect this sector as it adapts to the new 
environment created by the Agreement, namely, 
tariff rate changes included in the Agreement, 
removal of import licences on wheat, barley, oats 
and their products, and removal of eligibility 
under the Western Grain Transportation Act for 
grain and oilseed products moving through west 
coast ports for consumption in the United States. 


Specific Elements of the Agreement Affecting 
Grains and Oilseeds 

The United States agrees not to impose or 
reimpose any quantitative import restrictions on 
grains and their products as long as there are no 
significant increases in imports resulting from 
changes in grain support programs in either 
country. 


The United States will accept the terms 
canola oil and low-erucic acid rapeseed oil as 
synonymous. This gives the canola industry a 
better marketing opportunity in the U.S. market. 

Canadian import licences for wheat, oats 
and barley are to be removed under certain 
conditions. 


Table 4.1 
Grains and Oilseeds — 1986 


Major Farm Value of Production Imports — Exports 
Commodities Atlantic Quebec Ontario Prairies B.C: Canada fromU.S.' to U.S." 


($ million) 


7.4 
40 
13.1 

0.5 

Flaxseed 

Canola 

Corn 

Soybeans 


TOTAL 6,298.5 


' Value of trade includes products. 


Sources: Statistics Canada, Field Crop Reporting Series, 22-002. 
Statistics Canada, Imports by Commodity, 65-004. 
Statistics Canada, Exports by Commodity, 65-007. 


Canada is to eliminate the subsidized rail 
freight rates set under the Western Grain 
Transportation Act on products shipped through 
Vancouver and Prince Rupert for consumption 
in the United States. 


Each country is to take into account the 
interests of the other in the use of export 
subsidies in third country markets. 


The Agreement will reduce technical barriers 
affecting the flow of feeds, fertilizer, seeds, 
pesticides and processed products. 


Effect on Producers 


Canada and the United States both currently 
produce large exportable supplies of grains and 
oilseeds. Nevertheless, there will still be oppor- 
tunities to sell additional volumes of high quality 
wheat, oats, canola oil and soybean oil to the 
United States. A major constraint on the sale of 
grain and grain products has been the possibility 
of the United States invoking Section 22 of the 
Agricultural Adjustment Act' and thereby 
imposing quotas on the importation of Canadian 
products. The United States is able to impose 
quotas through a GATT waiver obtained in 1959. 
The Agreement will restrict the use of such 
quotas. The Agreement provides that either 
country can reintroduce import restrictions or 
import fees on imports of grain and grain prod- 
ucts produced in the other country if imports 
increase significantly as a result of a substantial 
change in the grain support programs of either 
country. In the absence of a substantial change 
in Canadian or U.S. programs, Canada will be 
able to increase its exports to the United States. 


As far as livestock is concerned, there is 
potential for increasing shipments of grain- 
finished cattle to the U.S. Pacific Northwest and 
of high quality lean beef cuts as a result of the 
Agreement. Although it will take several years for 
these increased shipments to occur, they will 
result in increased consumption of feed grains 
in Western Canada. 


Effect on Processors 


A significant portion (40 per cent) of 
Canada’s milling capacity is in Ontario, adjacent 
to surplus U.S. milling capacity in New York State. 
Unless complete wheat cost/supply equivalency 
is assured, the industry believes that employment 
in both milling and grain products processing 
will be at risk from products originating in the 
United States. 


The Canadian share of the global export 
flour market has declined from 20 per cent (1970) 
to seven per cent due to flour export subsidy 
policies of the European Community and the 
United States. Capacity utilization in the United 
States, influenced significantly by export assis- 
tance programs such as PL-480? and the Export 
Enhancement Program’, exceeds 90 per cent 
compared to about 75 per cent for the Canadian 
industry. 


’ Section 22 of the Agricultural Adjustment Act of 1933 allows the United States to impose quotas if it is determined by the U.S. International Trade 


Commission that such imports are threatening U.S. price support programs. 


2 Public Law 480 provides for long-term concessional sales at very low interest rates and for donating agricultural commodities. 
3 The Export Enhancement Program provides government-owned commodities at no cost to U.S. exporters as bonuses for commercial sales to targeted 


markets, 


21 


22 


While the Agreement will be expected to 
result in reduced trade in canola meal, this will 
be more than offset by the effect of reducing 
tariffs on canola oil. Factors outside the Agree- 
ment, such as the Generally Recognized as Safe 
(GRAS) status recently obtained in the United 
States for canola oil, and the promotion of 
canola oil in the United States as a superior oil 
for health reasons, will also affect trade positively 
over the next few years. It is estimated that 
exports of canola oil could increase by as much 
as 10 per cent annually, beginning in 1989. 


The soybean crushing industry in Canada is 
currently working at only 65 per cent of capacity, 
mainly because it is producing large surplus 
quantities of soybean oil. In the absence of tariffs, 
the proximity to the northeast U.S. markets should 
give it a competitive advantage, allowing it to 
increase soybean oil exports to the United States. 
This will eliminate the oil surplus and provide 
crushers with an incentive to increase their 
crush. In the longer run, it will encourage 
producers to grow more soybeans. This might 
require temporary imports of soybeans while 
Canadian production catches up with the higher 
crushing demand. Increased crushing of soy- 
beans will also make more soybean meal avail- 
able for domestic markets, reducing import 
requirements?. 


In the short run, these positive effects may 
not be as obvious due to a large glut on the U.S. 
soybean oil market. Canada may even see occa- 
sional imports of soybean oil. In the long run, 
however, Canada’s eastern crushing industry 
stands to gain from the Agreement. 


Imports from the United States of cottonseed, 
sunflower oil and derivatives may increase in the 
long run, but will remain relatively minor com- 
modities when compared to the dominant canola 
and soybean products. Other commodities, such 
as safflower and soybean flour, have such a 
small market in Canada that any increases will 
be insignificant in the overall oilseed trade 
balance. 


Effect of Tariff Rate Changes 


Most Favoured Nation tariffs in effect in 
January 1988 are noted in Table 4.2. 


In general, the tariff rate changes in the 
Agreement will have only a marginal impact on 
the domestic industry. 


U.S. tariffs on canola oil and meal are 
7.5 per cent ad valorem and U.S. $2.60/tonne, 
respectively. Reductions in these tariffs will 
benefit the Canadian canola industry to some 
extent although other factors, such as the recent 
granting of GRAS status for oil, will have a greater 
impact on increasing exports. The U.S. tariff on 
soybean oil is 22.5 per cent. The phaseout of this 
tariff should result in increased exports of soy- 
bean oil from Ontario to the northeast U.S. mar- 
ket. Reduced Canadian tariffs on cottonseed and 
sunflowerseed oil may result in some increased 
imports, but volumes are not expected to be 
significant. 


4 Meal and oil are produced in relatively fixed proportions during the crushing process. The current volume of seed processed gives soybean oil in 
excess of Canadian demand and meal insufficient to meet Canadian demand. 


Effect of Removing Import Licences 


The Agreement calls for Canada to eliminate 
import permit requirements for wheat, barley, 
oats and their products once the level of govern- 
ment support for those grains in the United States 
becomes equal to or less than the level in 
Canada. This will make it difficult to maintain 
Canada's Two-Price Wheat Policy’ as well as 
the Canadian Wheat Board's pricing policy for 
sales of barley and oats for domestic human 
consumption. 


It has been recognized for some time that 
the Two-Price Wheat Policy has implications for 
the competitive position of Canadian food pro- 
cessors that use wheat as a raw material. The 
Government is consulting with all interested 
groups to determine how the policy will be 
altered. The Government has indicated that it 
intends to change the policy in such a way that 
farmers will continue to receive support while 
processors will continue to be able to compete 
in both domestic and international markets. 


Imports of U.S. grain will not be allowed to 
disrupt the Canadian quality control system nor 
will they be allowed to be shipped to export posi- 
tion under the low freight rates provided by the 
Western Grain Transportation Act (WGTA). Under 
the Agreement, Canada can require that U.S. 
grain be accompanied by an end-use certificate 
declaring that the grain is imported for con- 
sumption in Canada and is consigned directly to 
a milling, manufacturing, brewing, distilling or 
other processing facility. Alternatively, the grain 
may be denatured if it is for use as feed, or 
accompanied by a certificate if used for seed. 


The removal of import controls opens the 
possibility for imports of wheat, flour and other 
wholesale bulk wheat-based products. However, 
as the extent to which imports increase will be 
directly linked to price competitiveness of 
Canadian products, import growth is expected to 
be small. There may be occasional imports 
reflecting specific supply/price circumstances. 


Products of some processing sectors (such 
as those producing bread and pasta), on which 
there has not been any tariff on U.S. imports, will 
be more competitive when Canadian wheat 
prices are reduced. With increased competitive- 
ness, these domestic sectors could replace 
some of the imports of recent years. 


Effect of Removing WGTA Eligibility for 
Shipments Through West Coast Ports 


Under the terms of the Canada-U.S. Free 
Trade Agreement, Canada has agreed to elimi- 
nate its Western Grain Transportation Act 
Subsidies on agricultural products shipped for 
consumption in the United States through 
Canadian west coast ports. Primarily, this will 
affect Canadian exports of millfeeds and canola 
meal to the U.S. Pacific Northwest. 


5 The Two-Price Wheat Policy provides for minimum and maximum domestic prices of $220.46/tonne and $404.18/tonne for the highest grade of bread 


wheat. The actual domestic selling price is currently $257.21 /tonne. 
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Table 4.2 


Current Canadian and U.S. Tariffs on Grain and Oilseeds 


Current Canadian Current U.S. 
Commodity Tariffs Tariffs 


Wheat 12¢/bu 21¢/bu 
Wheat flour 50¢/200 Ib 52¢/100 Ib 
Oats Free Free 
Barley 5¢/bu 5¢/bu 
Barley for malting 5¢/bu 5¢/bu 


Malt 1/3¢/Ib 0.3¢/Ib 
Rye 1/3¢/bu Free 
Corn 5¢/bu 5¢/bu 
Canola Free 0.4¢/Ib 
Soybeans Free Free 
Canola oil 10% 7.5% 
Soybean oil 7.5% 22.5% 
Canola meal Free 0.12¢/Ib 
Soybean meal Free 0.3¢/Ib 


Canola Oil and Meal 


Several commercial traders have predicted 
that as much as 105 000 tonnes, or 75 per cent of 
current Canadian canola meal exports to the 
Pacific Northwest, could be lost as a result of 
increased costs of transportation. Other traders 
consider this prediction far too pessimistic; 
nevertheless, it provides a basis for estimating 
the maximum cost this provision of the Agree- 
ment may impose on the crushing industry. The 
trade also estimates that a discount of $10- 
15/tonne will be necessary to move this addi- 
tional volume into other markets (principally 
Pacific Rim countries). A $15 discount on the 
entire 105 000 tonnes would mean reduced 
revenues to the industry of $1.6 million annually. 


At the same time, however, the Agreement 
provides for the phaseout of tariffs on canola oil 
which will benefit the canola crushing industry. 
The U.S. tariff on canola oil is currently 7.5 per 
cent or approximately $45/tonne at current 
prices. The elimination of this tariff will more than 
offset the higher transportation costs resulting 
from the loss of WGTA eligibility. The declining 
tariff has been estimated as being sufficient to 
fully offset the increased transportation costs 
within three years of the Agreement coming into 
force, then increase gradually to a net benefit of 
$7 million annually by the time the tariffs are 
completely phased out® 


Millfeeds 


The result of removing WGTA freight rates 
on millfeeds shipped to the Pacific Northwest 
through west coast ports should be minimal. 
Increased U.S. flour sales under the EEP have 
resulted in increased production of millfeeds as 
a by-product. As a result, U.S. millfeed prices 
have declined by approximately 25 per cent 
during the past year. In addition, Japanese 
demand for Canadian millfeeds has been quite 
strong. It is likely that an alternative market could 
be found for most of the 7 000-8 000 tonnes of 
Canadian millfeeds currently shipped to the 
Pacific Northwest. Even if such markets are not 
found, the maximum cost to the industry would 
be $236,800 per year.’ 


Livestock and Red Meats 


Background 


Canada’s livestock and red meat sector, 
which includes breeding cattle, hogs and sheep, 
as well as beef, veal, pork, mutton and lamb, 
and processed products, operates in a North 
American marketplace, with prices in Canada 
largely driven by the U.S. market. 


6 This estimate assumes that canola oil exports to the United States will increase at a rate of 10 per cent annually, that the cost of canola oil remains at 
$600/tonne throughout the period and that canola meal exports decline to 35 000 tonnes/year and remain at that level throughout the 10-year phasein 


period. 


7 The cost to the Canadian government of moving grain from Regina, Saskatchewan to Vancouver is $29.60/tonne. This increase in freight costs for 


8 000 tonnes exported to the United States will amount to $236,800. 
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Farm Production 


Canadian cattle and hog producers are 
internationally competitive and have indicated 
their willingness to compete on fair terms with 
producers from any nation. However, they are 
very sensitive to competition from those countries 
that use export subsidies as an integral part of 
their market competitiveness. 


Based on 1986 figures, the livestock and 
red meat sector accounts for approximately 
29 per cent of total farm cash receipts, or 
$5.8 billion annually. 


Processors 


The red meat processing industry is 
Canadian-owned and controlled. It is the third 
largest manufacturing industry, as measured by 
value of shipments. Some 95 per cent of all red 
meat is produced under federal inspection in 
more than 500 registered establishments, of 
which approximately 190 are slaughtering plants. 
In 1986, some 3.7 million cattle and calves were 
slaughtered in federally and provincially inspected 
plants. In 1986, commercial hog slaughter in 
Canada totalled 13.8 million head. 


Within the Canadian slaughter and meat 
processing industries, there is overcapacity in 
both beef and hog slaughter operations, notwith- 
standing considerable rationalization. Many 
plants are, at this time, unable to realize 
the economies of scale achieved by their U.S. 
competitors. 


Assessment 


Specific Elements of the Agreement Affecting 
Livestock and Red Meats 


Both countries agree: 


@ to exempt each other from their respective 
meat import laws; 


@ toan open border for meat inspection; 
@ to regional recognition of disease-free areas; 


® to establish equivalent accreditation 
procedures for inspection systems and 
inspectors; 

® to accept the equivalence of export certif- 
icates issued by private veterinarians 
accredited by the agriculture departments in 
respective countries; 


® —towork towards eliminating U.S. state restric- 
tions on importation of animals, embryos, 
animal products and by-products; 


® to accept imports of U.S. breeding cattle 
from bluetongue-free areas of the United 
States, under certain stringent conditions; 

® to work on procedures to permit the 
importation of live swine for immediate 
slaughter from U.S. areas certified free of 
pseudorabies; and 


@ to accept equivalence for veterinary drugs. 


Effect of Tariff Rate Changes 


Most Favoured Nation tariffs in effect are 
noted in Table 4.4. 


Canada operates within the North American 
livestock market and has traditionally been highly 
competitive. The elimination of U.S. tariffs will 
make the Canadian livestock and red meat sector 
more competitive, particularly for exported high 
quality red meats. The tariff elimination should 
simplify trading transactions and ease pressures 
on traditionally tight sales margins. As the United 
States is the most important market for Canada’s 
livestock industry, the tariff elimination will 
present market development opportunities. The 
United States is a major meat importing country, 
hence duty-free access combined with con- 
tiguous production and consumption centres 
should provide the Canadian industry with 
increased competitive advantages when com- 
pared with offshore suppliers. 


The tariff elimination could lead to increased 
specialization in fattening/slaughter in Western 
Canada to service western U.S. markets, with 
some increase in feeder cattle imported into 
Ontario from the United States for fattening. Also, 
over time tariff elimination should enhance 
expansion of livestock production in Canada, in 
line with emerging market opportunities. 


Effect of Resolution of Non- Tariff Barriers 


Exemption from the U.S. Meat Import Law 
and the harmonization of technical barriers and 
standards will ensure that Canadian access to 
the U.S. market for livestock and red meats is 
secure and predictable. Harmonized technical 
regulations and standards should facilitate inte- 
gration of the North American livestock and red 
meat markets and thus provide a stable longer- 
term environment for sector-wide investment. 
These elements of the Agreement should reduce 
short-term market disruptions, such as have 
occurred from time to time. With adequate 
supplies of feed grains in Western Canada and 
under-utilized feedlot capacity, some expansion 
of the livestock base in that region is forecast 
under the Agreement. 


cif 
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Table 4.3 


Livestock and Red Meats — 1986 


Commodities Atlantic Quebec Ontario Prairies B.C. Canada fromUS. toU.S. 


($ million) 


Cattle 217.0 1,038.2 18238 129.9 3,291.1 51.8 161.3 live! 
107.1. 174.6 meat 

Calves 778 105.6 133.1 32.1 352.6 2.2 10.7 live 

Hogs 672.4 682.0 622.7 53.4 2,116.6 05 828 live 
27.9 546.8 meat? 

Sheep & lambs ; 6.9 lay 10.9 ive 33.9 74 =. 2.3 total 


1 Excludes dairy cattle 
2 Includes sausage 


Sources: Statistics Canada, Farm Cash Receipts, 21-001. 
Statistics Canada, Exports by Commodity, 65-004. 
Statistics Canada, Imports by Commodity, 65-007. 


Table 4.4 


Current Canadian and U.S. Tariffs on Livestock and Red Meats 


Current Canadian Current U.S. 
Commodity Tariffs Tariffs 


Live cattle 

Beef 

Beef/portion 
controlled cuts 

Beef and veal, cured 

Live swine 

Pork 
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Market Opportunities 
Slaughter Cattle 


Slaughter cattle exports from Western 
Canada, primarily Alberta, could be increased to 
the U.S. Pacific Northwest. Canada exported 
some 83,000 head to the Pacific Northwest in 
1985 for a value of $57 million. Washington and 
Oregon have some processing facilities and 
excess demand, but lack sufficient supplies of 
grain-finished cattle for slaughter. The concen- 
tration of slaughter and processing in the U.S. 
Midwest may also offer an additional opportunity. 

The Agreement will enhance access to this 
market through the reduction of technical bar- 
riers, reciprocal inspection systems and through 
elimination of the 1¢/Ib tariff. 


Producers in the Prairie Provinces have the 


capacity to supply this market easily, as transpor- 


tation is not considered a constraint. There are 
no significant impediments to competitiveness, 
as Western Canada Is a very efficient producer 
of cattle. Western provinces are generally in 
favour of exporting live cattle to the United States; 
however, Canadian packing houses have some 
concern because of excess slaughter and pro- 
cessing capacity, particularly in Alberta. As the 
cattle sector is currently in a herd-rebuilding 
phase, exploitation of this opportunity is consid- 
ered a medium-term prospect. 


High Quality Lean Beef Cuts 


The export of high quality, lean beef cuts to 
the west coast U.S. market (Washington, Oregon 
and California) as well as to the Eastern United 
States can be increased. Both markets have a 
deficit in high quality beef. This market oppor- 
tunity will expand processing in Canada in the 
form of boxed beef for export to the United States. 


The Agreement will enhance access through 
reductions of technical barriers, such as reci- 
procal inspection systems and the reduction of 
tariffs — especially the four and 10 per cent tariffs 
on high quality table cuts prepared for the retail 
and the hotel, restaurant and institutional (HRI) 
trade. Access will be enhanced by exemption 
from the U.S. Meat Import Law and the dispute 
settlement mechanism will make the industry 
less vulnerable to countervailing duties. 


In 1985, Western Canada exported 
20 000 tonnes of beef to the U.S. west coast for 
a value of $63.4 million. With the removal of 
tariffs, all Canadian meat packers should be 
competitive in the U.S. west coast market. 


On balance, the United States produces less 
beef and veal than it consumes, making it a net 
importer. Since the United States is currently the 
second largest consumer and the largest importer 
of beef and veal in the world, the market potential 
IS significant. 


Canadian capacity to meet the opportunity 
exists in both production and processing. In the 
short term, however, access is restricted by 
trucking regulations. There are currently some 
restrictions on movement of meat interprovincially 
and internationally, but in January 1988, Canada 
started deregulation of trucking over a five-year 
period which should facilitate trade. 


As well, packers will need time to shift tech- 
nologies to export boxed beef and portion cuts, 
rather than carcasses. Additionally, Canadian 
packers will need to adjust to U.S. specifications 
for high quality beef. In the long term, market 
development activities will be needed to inform 
the U.S. consumer that Canadian beef, or certain 
brands of beef, are leaner than the alternatives. 


No major impediments to competitiveness at 
the primary level are identified, but Canadian 
packers may be somewhat limited by their size 
and, therefore, cost structure relative to U.S. 
counterparts. Producers, provinces and packers 
are generally in favour of exporting value-added 
products. The Agreement will create incentives 
to expand exports. 


Feeder Cattle Imports 


Feeding opportunities are enhanced for 
Canadian feedlots by the possibility of importing 
feeder cattle more easily. This is particularly true 
of Ontario, which imports over two thirds of its 
feeder cattle. 


The enhanced access for Canadian feedlots 
to U.S. feeder cattle will come through reductions 
in technical barriers, such as the mutually 
recognized inspection systems, and through 
harmonization of disease standards. Removal of 
the Canadian tariff will reduce Canadian feedlot 
input costs. 


In 1986, some 8,000 feeder cattle were 
imported into Ontario, whereas Alberta received 
3,600 head. Imported feeder cattle accounted for 
an average of 10 per cent of slaughter over the 
last five years in Ontario and some eight per cent 
in 1986 in Alberta. 


This opportunity will allow the primary 
feeding regions of Canada — Ontario and 
Alberta — to increase their throughput of high 
quality fed beef. 


The major impact over time will be the 
stability of supply to the feeders, slaughterers 
and processors during times of herd rebuilding 
in Canada. The competitiveness of Eastern 
Canadian feedlots could improve as a result of 
eliminated tariffs and reduced transportation 
costs associated with importing cattle from the 
Midwest or Eastern United States rather than 
from Western Canada. Alternative supplies of 
feeder cattle will ensure competitive pricing, 
.€., prices would not be bid up significantly over 
the U.S. price in times of short supply, as now 
happens. 


Live Hog and Pork Exports 


In 1986, total U.S. pork imports reached an 
all-time high, over $1 billion from all sources. 
Canada provides about 50 per cent by volume of 
U.S. imports and 42 per cent of the value. The 
largest import product in value terms is canned 
pork, most of which comes from Denmark. The 
United States is the largest pork importer in the 
world, hence significant market development 
opportunities exist for Canadian producers and 
processors to provide this market with hogs and 
processed pork products. 
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The export of live hogs, fresh lean pork and 
processed pork products such as bacon and 
canned ham to western and eastern U.S. states 
can be increased. This provides opportunities for 
new products in these markets as well as for 
further processing in Canada. This potential 
market development would apply to all exporting 
provinces, butis particularly important for Quebec 
and the Prairie Provinces. 


The Agreement will enhance access by 
reducing technical barriers, for example, through 
reciprocal inspection systems and by reducing 
tariffs, especially the 3¢/Ib tariff on canned hams. 


In 1986, Canada exported the equivalent of 
465 million pounds of pork to the United States 
for a total value of $629.6 million; this accounted 
for 30 per cent of farm cash receipts from hogs. 


Market opportunities for dressed and pro- 
cessed pork will be on the west coast and the 
east coast of the United States. The main export 
outlet for live hogs will be the central region, 
where most of the hog slaughter plants are 
located. 


Canada has the capacity to meet the oppor- 
tunity in both production and processing, but the 
processing sector will have to invest in new 
technology. There are currently some restrictions 
on movement of meat interprovincially and inter- 
nationally, but on January 1, 1988, Canada started 
deregulation of the transportation sector (truck- 
ing) over a five-year period. This should facilitate 
export market development. 


No major impediments to competitiveness 
are identified at the primary level, but Canadian 
packers may be somewhat limited by their tech- 
nology, size and, therefore, cost structure 
compared to U.S. counterparts. Thus, some 
period of adjustment may be required. Danish 
canned hams will continue to offer strong com- 
petition because of European Community export 
restitution policies. 


Dairy Products 
Background 


The dairy sector includes the production, 
processing and distribution of fluid milk and 
dairy products consumed by Canadians, the 
production, processing and distribution of dairy 
products exported from Canada, and trade in 
dairy animals and associated genetic material. 


In Canada, there are approximately 40,000 
dairy farms which deliver the equivalent of about 
74 million hectolitres of milk annually in the form 
of fluid milk, industrial milk or industrial cream. 
The value of this production at the farm is about 
$3 billion annually. After the delivery, processing, 
packaging, distribution and retailing are added, 
the annual retail value of the sector is about 
$7 billion. 


The direct employment provided in the pro- 
duction and processing sectors of the dairy 
industry is 80,000 to 100,000 full-time jobs, with 
further employment in related industries. 


Dairy production, particularly industrial milk, 
is concentrated in Quebec and Ontario, although 
all provinces produce milk to satisfy their fluid 
milk requirements. Industrial milk production 
occurs under a federal-provincial agreement 
which retains, in large part, the split of produc- 
tion that existed in 1969. As a result, about 
80 per cent of industrial milk is produced in 
Quebec (47 per cent) and Ontario (33 per cent). 
Dairy production is, however, important in several 
other provinces such as Alberta, British 
Columbia and Prince Edward Island. 


The Canadian dairy sector is mainly oriented 
to the domestic market. Restrictions on dairy 
product imports are imposed under the Export 
and Import Permits Act. As a result, imports are 
mainly of cheese (where licences are issued for 
20 400 tonnes of imports annually). The total 
value of dairy product imports in 1986 was 
$122 million. Exports consist of dairy animals 
and genetic material, skim milk powder and 
various other specialty products. In 1986, the 
value of dairy product exports was $193 million 
and the value of dairy animal and genetic mate- 
rial exports was $51 million. 


The Canadian dairy herd contains about 
1.6 million dairy cows and 0.6 million heifers 
(young females not yet in milk). Over 90 per cent 
of the animals are Holsteins. The herd is an 
important source of lower quality beef (from the 
slaughter of spent dairy cows) and calves for veal, 
and of material for other beef sector activities. 


Assessment 
Specific Elements of the Agreement 
Affecting Dairy 


Tariffs on dairy products will be eliminated 
over 10 years. 


Effect of Tariff Rate Changes 


Most Favoured Nation tariffs in effect are 
noted in Table 4.5. 
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Products not on the Import Control List at the 
time of signing the Agreement were ice cream, 
ice milk, yogurt and foods that include less than 
90 per cent dairy ingredients (e.g,, frozen pizza 
with cheese on top). At present, imports of ice 
cream, ice milk and yogurt each represent less 
than one per cent of Canadian production and 
are assumed not to be competitive for a variety 
of reasons, including the tariff level (15 per cent). 
With the gradual phaseout of these tariffs for U.S. 
manufactured products, their competitiveness 
could improve. Canadian ice cream production 
is the most important market, being equivalent to 
11 per cent of Canadian butterfat consumption in 
industrial milk products. Yogurt is next with 
one per cent, while other products are probably 
a small fraction of one per cent. 


The Import Control List is operated under 
the Export and Import Permits Act by the Minister 
for International Trade and already covers most 
dairy products. The dairy products already on 
the Import Control List are: animal feeds contain- 
ing more than 50 per cent non-fat milk solids; 
butter; butterfat in any form except when unsuit- 
able for use as a butterfat ingredient; cheese; dry 
buttermilk; dry casein and caseinates; dry 
skimmed milk; dry whole milk; dry whey; evapor- 
ated and condensed milk; and bulk dry blends 
containing a minimum of 50 per cent of certain 
named dairy products. 


Canada still has the option to add products 
to the Import Control List, subject to GATT rules, 
if imports threaten the supply management pro- 
gram. The Minister of Agriculture and the Minister 
for International Trade, following consultations 
with the industry, announced on January 19, 
1988, that steps were being taken to add the 
following products to the Import Control List: ice 
cream, ice cream novelties, ice cream mix; ice 


milk and ice milk mix; yogurt; and liquid forms of 
skim milk, buttermilk and blends of these prod- 
ucts. Restricting these products is consistent 
with Canada’s rights and obligations under 
Article XI of GATT and reflects U.S. trade restric- 
tions on similar products. 


Market Opportunities 

U.S. tariffs on cheese imports will be phased 
out over 10 years, starting in 1989. They are cur- 
rently 12 per cent for cheddar and 10 per cent 
for other cheese. 


Canada has access under U.S. cheese 
import quotas for 833 tonnes of aged cheese, 
70 tonnes of Swiss cheese and 1 141 tonnes of 
other cheese for which a named quota does not 
exist (Not Specifically Provided For Cheese). The 
U.S. tariff on these Canadian exports was in effect 
paid by Canadian dairy farmers because levy 
funds were used to pay export assistance and 
the amounts paid took account of the tariff. 


The tariff phaseout will also assist export 
market development for Canada’s soft surface- 
ripened cheeses which are exempt from U.S. 
import quotas. Canada’s share of U.S. imports is 
very small relative to the European Community's, 
but the tariff phaseout will, together with other 
factors, create an export opportunity for Canadian 
processors making these cheeses, including 
Brie and Camembert. 


Table 4.5 


Current Canadian and U.S. Tariffs on Dairy Products 


Current Canadian Current U.S. 
Commodity Tariffs Tariffs 


Cheddar cheese 
Cheese, N.E.S." 
Yogurt 

Ice cream 


1 NES. = not elsewhere specified 
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Table 4.6 
Dairy Products — 1986 


Major _*FarmCash Receipts’ sports. Exports 
Commodities Atlantic Quebec Ontario Prairies B.C. Canada fromU.S. toU.S 


($ million) 


Cash receipts? 187.85 1,143.10 1,051.65 45658 24196 3081.14 
Butter x *x * * * 


Cheddar cheese * z * os ‘ 
Variety cheese * : : 
* * * x * 


N.E.S. cheese! 
Whole milk 
powder 
Skim milk 
powder 
Powdered N.E.S. 
Concentrated 
milk 
NES. 
concentrated 
Dairy products 


* data not available 

— nil or negligible 

’ Fluid and industrial milk 

2 Including exports to U.S. Virgin Islands 
3 Including supplementary payments 

4 NES. = not elsewhere specified 


Sources: Statistics Canada, Trade of Canada, 65-202 and 65-203. 
Statistics Canada, Agriculture Economic Statistics, 23-001. 


Horticulture 


Background 
Farm Production 


The horticulture sector produces fruit, vege- 
table, honey, maple, floriculture and nursery 
products. It has a total production of 5.7 million 
tonnes and a farmgate value of $1.7 billion. 
Approximately 27,310 farmers were employed in 
horticulture as a whole in 1986. 


Horticultural crops are produced in all 
regions in Canada. The Atlantic region produces 
about 14 per cent of the farmgate value of all 
Canadian horticultural crops, leads in the pro- 
duction of all types of potatoes and has a signi- 
ficant production of apples and crops for 
processing. 


Quebec’s horticultural industry is diversified 
and accounts for 15 per cent of the farmgate 
value of all Canadian horticultural crops. This 
province leads the production of carrots, lettuce 
and celery on organic soils. Quebec dominates 
the maple sector with over 90 per cent of the 
recorded commercial production for Canada. 


The industry in Ontario is highly diversified 
and accounts for some 44 per cent of total pro- 
duction. This province leads in areas such as 
greenhouse vegetables, tomatoes for the pro- 
cessing and fresh markets, and grapes, and 
shares with British Columbia the bulk of the 
production of apples, peaches, cherries and 
ornamentals. 


The Prairie Provinces, despite a difficult 
climate, have developed a horticulture sector 
with concentrated production near Winnipeg 
and in southern Alberta. Approximately eight per 
cent of Canadian horticultural products, primarily 
vegetables, is produced on the Prairies. The 
processing of vegetables and potatoes as well 
as fresh market vegetables and seed potatoes 
dominates the sector. This region dominates the 
honey sector with over 60 per cent of the total 
volume produced. 


British Columbia, especially the Okanagan 
Valley and the coastal region, has a favourable 
climate for fruit crops. This province leads in 
raspberry production and is strong in grapes, 
apples, nursery crops and tree fruits in general, 
producing approximately 16 per cent of the 
farmgate value of Canadian horticultural crops. 
Farmgate value by region is shown in Table 4.7. 


Imports of horticultural commodities, includ- 
ing tropical fruits, off-season crops, processed 


products and ornamentals, amount to $2.2 billion. 


Exports account for $477 million. 
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Table 4.7 


Horticulture 


Major Cash Receipts — 1985 
Commodities Atlantic Quebec Ontario Prairies B.C. Canada 


($ million) 


Fresh field 

vegetables" 13.6 24.9 374.6 28 
Potatoes 60.8 i231 236.9 
Processing 

vegetables! ce 141.3 5 
Berries and 

grapes! |. 154.7 
Other tree fruits ! 52.9 
Apples : 115.6 
Greenhouse 

vegetables 
Ornamental 

plants 
Nursery and sod 
Mushrooms 
Honey : 
Maple products 0.7 


* data not available 

—nil or negligible 

’ Crop year 

2 Discrepancy in total due to confidential data 

3 Includes processing vegetables 

4 Some data not released by province or region and so some numbers understate amount from the area 
5 Farmgate contracted and harvested, excluding potatoes 

®& Does not include processing vegetables 

7 Includes fresh and processed potatoes 
8 Does not include wines 
9 Included under Quebec 
10 Includes both Maritimes and Quebec 


Sources: Statistics Canada, Trade of Canada, 65-202 and 65-203. 
Statistics Canada, Agriculture Economic Statistics, 23-001. 


Processors 


In 1984, shipments of finished product by 
the fruit and vegetable processing industries 
exceeded $2.3 billion, with value-added of 
approximately $1 billion, and more than 
$353 million in wages and salaries. 


Processors of horticultural commodities 
employed an additional 24,000 full or part- 
time workers. 


Assessment 


Specific Elements of the Agreement 
Affecting Horticulture 


Both countries have agreed that, for a period 
of 20 years, and under special conditions, a 
temporary snapback to the MFN tariff for fresh 
fruit and vegetable producers can be introduced 
to protect these producers. 


Changes to provincial liquor board practices 
will affect grape producers. 


Both countries have agreed to minimize 
differences in technical regulations, which will 
enhance trade. 


The open border concept only allows spot 
checks, no more burdensome than that used by 
the United States for its own goods. 


There is agreement to work towards mutual 
acceptance of phytosanitary certificates for 
shipments. 


There is further agreement on procedures to 
control the spread of plant pests when the pest 
is present in the United States but not in Canada 
(and vice versa). 


Work will begin towards equivalence for the 
process of risk/benefit assessment, tolerance 
setting and the setting of legal/regulatory policies 
on pesticides. 


Effect of Tariff and Non-Tariff Measures 


Most Favoured Nation tariffs in effect are 
noted in Table 4.8. 


The existing tariffs on fresh fruits and vege- 
tables will be phased out over 10 years. However, 
for a 20-year period from the date of implemen- 
tation, both countries retain the right to apply 
a special duty for these products, based on the 
following conditions: 


® first, import prices must fall below 90 per 
cent of a benchmark price based on the 
previous five-year moving monthly average 
minus the high and low years — in effect 
a three-year average; and 


® second, the domestic acreage must not 
exceed 100 per cent of a three-year average, 
calculated by using the previous five-year 
figures minus the high and low years. 
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Table 4.8 


Current Canadian and U.S. Tariffs on Horticulture Commodities 
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Commodity 


Apples 
Blueberries 
Cherries (sweet) 


Grapes, Vinifera 


Grapes, Labrusca 
Peaches 
Strawberries 
Potatoes (table) 
Mushrooms 


Tomatoes 


Current Canadian 
Tariffs 


Free 

Free 

3¢/Ib, but 

not less than 10% for 8 weeks 
maximum, otherwise free 
Free 


1¢/lb for 15 weeks maximum, 
otherwise free 

3¢/Ib, but 

not less than 12.5% 

3¢/Ib 

35¢/cwt 

4.5¢/Ib, but 

not less than 10% 

2.5¢/Ib, but not less than 

15% for 32 weeks in two periods; 
otherwise free 


Current U.S. 
Tariffs 


Free 
Free 
Free 


4¢/lb Feb. 15-Mar. 3; 
Free Apr.1-Jun. 30; 

6¢/Ib Jul. 1-Feb. 14 
Same as Grapes, Vinifera 


2¢/lb June 1-Mar. 30; 
Free Dec. 1-May 31 
2¢/Ib Jun. 15-Sept. 15 
35¢/cwt 

5¢/Ib plus 25% 


2.1¢/|b Mar. 1-Jul. 14 and 
Sept. 1-Nov. 14: 
otherwise 1.5¢/Ib 


Fruit 


Apples 


Imports are about 20 per cent of total supply, 
which averages around 550 000 tonnes. About 
So per cent of total supply goes to the fresh mar- 
ket, 10 per cent is exported fresh and 35 per cent 
is used for processing. 


The area of some concern to producers is 
the growth in imports of juice concentrate. The 
juice market is an important outlet for apples 
surplus to domestic fresh requirements, espe- 
Cially in years of above-average harvests. Under 
the Agreement, surplus apples will continue to 
be used for juice but at a lower return to pro- 
ducers. The overall effect of the Agreement on 
farm revenues will be small. The production of 
juice from concentrate for both the domestic and 
export markets has become an important part of 
the income of processors and the Agreement 
will facilitate this enterprise. 


Note that the United States has no tariff on 
juice concentrate and imports of third-country 
concentrate via the United States will still be 
subject to rule-of-origin provisions and tariffs 
when the Canadian tariff is removed on Canada- 
U.S. trade. 


Strawberries 


The fresh strawberry market has been 
growing. Although the tariff was increased in 
1979, its phased elimination will have only a 
modest effect on producers, since 75 per cent of 
their sales are through pick-your-own operations, 
with imports often sold by retailers at promotional 
prices. 


About 20 per cent of Canada’s strawberry 
production is sold for processing, of which over 
90 per cent is used in frozen products. This is 
a growth market. 


The loss of tariff protection will reduce 
incomes of those producers selling for process- 
ing and to major retail chains. Growers selling 
direct through pick-your-own operations will not 
likely be affected. Strawberries are an important 
product for processors and tariffs on processed 
strawberry products are greater than those on 
the raw product. Elimination of tariffs will reduce 
import costs for processors. 


Grapes 


The elements of the Agreement for wine will 
have a significant impact on grape production. 
Modifications the provinces will be required to 
make in their wine production and marketing 
practices may also have an impact on the use of 
domestic grapes in wine-making. Some preli- 
minary estimates suggest that producers of up to 
one third of the 77 000 tonne production in 
Ontario and most of the 12 000 tonne production 
in British Columbia will face adjustments. 
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Grape production is concentrated in Ontario 
(approximately 9 356 hectares — 1,149 farms), 
British Columbia (1 444 hectares — 325 farms), 
Quebec (69 hectares — 47 farms) and Nova 
Scotia (44 hectares — 42 farms). There are about 
140 full-time grape producers. Where grapes are 
an integral part of the fruit operation, the entire 
business may be jeopardized if the other fruit 
crops cannot support the operation. The average 
annual farm value of grape production over 
the past five years has been approximately 
$39 million. 


Grape juice is subject to a tariff of 15 per 
cent. Juice is an important outlet for surplus 
grapes in years of large harvests and removal of 
this tariff could be a problem on such occasions. 
Grower returns will be reduced. 


The domestic grape industry has a history of 
surplus production. Purchases of these surpluses 
have been made by the Agricultural Products 
Board in six of the last 10 years, including the 
purchase of approximately 15 000 tonnes of the 
1987 crop. As well, the industry has been assisted 
by governments in a number of marketing, crop 
insurance, variety evaluation and replanting ini- 
tiatives. The Canadian grape and wine industries 
have been experiencing difficulties over the past 
several years and the need for structural adjust- 
ment has become evident. The Agreement has 
focused industry attention on this need. The 
Minister of Agriculture has initiated consultations 
with provincial governments and industry groups, 
to recommend steps that will enhance the 
sector's competitiveness. 


Tender Fruits 


Production of both peaches and pears for 
processing has been declining and the Agree- 
ment is unlikely to affect the trend. Processing in 
British Columbia also will be adversely affected. 
Under the Agreement, growers may concentrate 
on fresh market production of peaches or other 
deciduous fruit products that are affected to 
a lesser extent. 


Other Fruits 


Fresh and frozen blueberries are tariff-free 
and there should continue to be substantial 
two-way trade. 


Vegetables 
Potatoes 


The total farm value of potato production in 
Canada is about $300 million (1984). However, 
this value fluctuates greatly from year to year, 
mostly as a result of the variability in the price 
of table potatoes. Fresh market, processing and 
seed sales represent roughly 37 per cent, 51 per 
cent and 12 per cent, respectively, of the total 
quantity sold. All three markets have been grow- 
ing. Prince Edward Island is the largest producer, 
followed by New Brunswick and Ontario. 


Exports of table potatoes have been 
increasing; in the 1984 crop year, 198 950 tonnes 
were exported. Imports are significant due to 
seasonal factors. The United States accounts for 
over half the exports and all imports of table 
potatoes. Exports of seed potatoes are around 
110 000 tonnes; roughly one quarter go to the 
United States. 


The major potato growing areas of P.EL., 
New Brunswick, Quebec and Ontario are com- 
petitive in the fresh (table and seed) market with 
the United States. They will benefit from reduced 
tariffs and harmonized technical barriers. 
Growers in Western Canada, especially in British 
Columbia, may be disadvantaged. The U.S. 
Pacific Northwest is a major growing area with 
low population, and efforts to export to British 
Columbia have led to frequent surtax requests 
from that province and successful applications 
for antidumping duties. British Columbia accounts 
for about three per cent of domestic potato 
production. 

Potato processors in Eastern Canada are 
competitive with U.S. processors and will benefit 
from freer trade. 


Tomatoes 


Imports of fresh tomatoes in 1985 were 
valued at $89 million, practically all for the fresh 
market and 90 per cent from the United States. 
Even in the peak production period, Canada is 
only about 40 per cent self-sufficient. While fresh 
market tomatoes are imported year-round from 
areas like Florida, Arizona and California, 
removal of the seasonal tariff will be a concern 
to Ontario and Quebec producers because of 
the somewhat earlier growing seasons of nearby 
states like Michigan and Ohio. British Columbia 
producers also could be negatively affected by 
imports from the U.S. Pacific Northwest. The tariff 
“snapback” provision should facilitate producer 
adjustment during the transitional period to free 
trade. 


43 


44 


Nearly 90 per cent of total domestic tomato 
production is processed. Most of this is done in 
Ontario. Under the Agreement, producers of 
tomatoes for processing could be adversely 
affected by increased imports of both raw 
product and processed tomato products. Even 
with raw product prices close to nearby U.S. 
prices, the loss of tariff protection on processed 
tomato products will put pressure on the pro- 
cessing industry, especially the tomato paste 
segment. Even now the industry is experiencing 
difficulty despite reduced prices for part of their 
tomato supplies. Although much of the import 
pressure comes from offshore and is felt in both 
the United States and Canada, paste imports 
from the United States, which are higher priced 
than those from Europe, are substantial and will 
very likely increase. Returns to both tomato 
growers and processors could decline. 


Mushrooms 

Domestic mushroom production has been 
increasing and will benefit from the removal of 
the high U.S. tariff. About three quarters of the 
total output is in Ontario and Quebec. Fresh 
imports are from the United States and also have 
been increasing. It is believed that the Canadian 
fresh mushroom sector is or could become 
competitive with the United States and, in fact, 
there could be export opportunities. Climate is 
not a significant factor but some Canadian opera- 
tions may need time to allow for the adoption of 
newer production methods. 


Other Fresh Vegetables 

In 1985, cole crops (cabbage, etc.), aspara- 
gus and other fresh vegetables had a farmgate 
value for sales to the fresh and processing 
markets of $284 million, while imports were 
$258 million (95 per cent from the United States) 
and exports $34 million. 


Elimination of tariffs on fresh vegetables 
could adversely affect celery production outside 
of the main growing areas of Ontario and 
Quebec, and onion production in British 
Columbia. 


Other Processing and Processed Vegetables 

Among the other vegetables, those with an 
appreciable percentage of production going to 
processing are green peas (100 per cent), snap 
beans (80 per cent), sweet corn (80 per cent), 
cucumbers (60 per cent), and carrots (17 per 
cent). Production for processing, however, is 
usually a separate activity from production for 
the fresh market. 


The processed products most vulnerable 
under an agreement will include frozen baby 
carrots and dehydrated celery. In Ontario and 
Quebec, pickling cucumbers (produced on about 
2 000 hectares) could be under some pressure. 


Sweet corn, green peas and snap beans, 
which are grown primarily in Ontario and 
Quebec, are of special interest because they are 
often an important part of a plant’s production. 
The degree to which such processed products 
will be competitive is of concern since they tend 
to be high volume commodity products in which 
the larger U.S. plants have the advantage of 
economies of size. Corn in Western Canada 
could be vulnerable under free trade. 


Market Opportunities 


In general, the Agreement provides good 
opportunities for a number of horticultural 
commodities, particularly floriculture and certain 
vegetables. 


Floriculture 


Floral product trade between Canada and 

the United States was worth approximately 

$63 million in 1986. In that year, Canada’s imports 
were $22.5 million from the United States, while 
Canada’s exports were $40.5 million to the United 
States. From 1981 to 1986, Canadian exports of 
floral products to the United States increased at 
a rate of 28 per cent each year, while Canadian 
imports of floral products from the United States 
have increased at a yearly rate of eight per cent. 


The cut-flower sector expects that the 
Agreement could increase opportunity for local 
border trade based on local market conditions, 
while Canadian pot-plant producers expect that 
the Agreement will increase Canadian access to 
markets in the Eastern United States and along 
the west coast. Pot-plant crops are expected to 
provide the primary opportunity for increased 
Canadian floral exports. 


Vegetables 


Previous studies have indicated that oppor- 
tunities do exist to increase exports to local 
markets in the northeastern United States. 


Exports of fresh table and seed potatoes 
from Eastern Canada run in the range of $35- 
40 million annually and exports could increase 
through the elimination of the 35¢/cwt U.S. tariff 
and the reduction in technical trade barriers that 
have plagued Canadian exports. The Atlantic 
Provinces and some regions of Ontario and 
Quebec will benefit from the elimination of U.S. 
duties on cole crops such as cabbages, broccoli, 
brussels sprouts and cauliflower, which are a 
significant deterrent to Canadian exports. Other 
vegetables that should benefit from reduced tariffs 
include carrots, onions, sweet corn, greenhouse 
cucumbers, mushrooms and frozen potato prod- 
ucts. In 1986, these vegetable crops accounted 
for more than $88 million in export sales to the 
United States. 


Poultry and Eggs 
Background 

Industry sectors include breeders, hatcheries, 
egg production, grading and processing, hatch- 


ing egg, chicken and turkey production, chicken 
and turkey processirig and further processing. 
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Farm Production 


The poultry sector is supply managed at the 
producer level through the egg, chicken, turkey, 
and broiler hatching egg marketing agencies. In 
1986, at the farm level, there were 1,814 licensed 
quota holders for table eggs; for chickens, 2,385 
quota holders; for turkeys, 618 quota holders; 
and for hatching eggs, 350 quota holders. 


In 1986, Canadian production totalled 
584.2 million kilograms of poultry meat and 
491.5 million dozen eggs with a total farmgate 
value of $1.4 billion. The added values for the 
processing and retailing industries were 
$536.3 million and $628.8 million, respectively. 
The estimated retail value of Canada’s poultry 
products was $2.41 billion. 


Ontario and Quebec dominate in the pro- 
duction of turkeys, eggs and chickens, having 
66.1 per cent of the turkey population, 45.6 per 
cent of the layer population and 65 per cent of 
the chicken population. Canadian exports of eggs 
and poultry products to the United States are 
very small, with the exception of turkey hatching 
eggs and day-old chicks. 


Assessment 
Specific Elements Affecting Poultry and Eggs 


The Agreement provides for a one-time 
change in global quotas to reflect the average 
levels of imports over the last five years. 


Effect of Tariff Removal 


Most Favoured Nation tariffs in effect are 
noted in Table 4.9. 


Eggs 

Gradual removal of the 3.5¢/doz tariff will 
not be reflected in producer prices. Importers will, 
in 10 years’ time, be able to buy U.S. shell eggs 
at 3.5¢/doz cheaper, which could increase the 
profitability of importing or be passed on to 
consumers in the form of retail specials in local 
markets. 


As the tariff on eggs is gradually reduced, 
the Canadian Egg Marketing Agency (CEMA) will 
be obliged to absorb greater costs of surplus 
removal. 


Industry will have to address access by 
secondary processors to egg-product inputs at 
prices that allow them to remain competitive with 
tariff-free U.S. imports of their products. Since 
Canadian prices are tied by a formula to U.S. 
prices, and the formula includes the tariff of 
3.5¢/doz, Canadian breaker egg prices should 
fall as the tariff is removed. Imports of processed 
egg products (liquid, frozen and dried) will 
continue to be under quota, but tariffs of 15 to 
20 per cent will be removed over 10 years. Some 
modifications could be made in the pricing 
formula for breaker eggs to reflect more accu- 
rately the landed value of U.S. eggs. 


Under the Agreement, the United States will 
have improved access to Canadian surplus eggs. 
Thus, in 10 years, CEMA will receive bids 3.5¢ 
higher than under its bid tender for export pro- 
gram, to the benefit of producers. 


Chicken and Turkey 


There should be no impact on domestic 
prices. The problem that has emerged, given that 
the supply managed industry in Canada pays 
producers by a cost of production formula, is that 
the secondary food processors want competi- 
tively priced chicken and turkey. The percentage 
of production used in products not on the import 
control list is estimated to be only in the 
two per cent range. 


Both producers and processors will want to 
continue to supply the market for further pro- 
cessed products. The U.S. food processing 
industry for products containing poultry 
(e.g., chicken Kiev, chicken TV dinners, turkey 
cordon bleu, etc.) is highly competitive. Consul- 
tations between the Minister of Agriculture and 
industry groups have begun to ensure that a 
solution is found so that duty-free access to 
the Canadian market does not significantly 
reduce the market share of Canadian producers 
and further poultry processors. 


Day-Old Chicks and Hatching Eggs 


The general removal of a 2¢ tariff on day-old 
broilers could have an impact on the two-way 
movement of day-old chicks. Both Canadian and 
U.S. hatcheries close to the border should benefit. 
Tariff removal makes this a more attractive ven- 
ture; however, with a gradual tariff elimination 
there will be little apparent effect. 


Hatching eggs could be imported at 3.5¢/doz 
less than at present. However, there will be no 
impact on domestic prices with the gradual 
removal of the tariff. 


Effect of Import Quota Increases 


Eggs 

No changes will occur in domestic prices for 
table eggs, although production growth will be 
reduced by 1.3 per cent to accommodate the 
change in global import quotas. For processed 
eggs, the quota change will provide slightly lower 
priced products to importers and improve the 
price competitiveness of egg products. 


Chicken and Turkey 


The quota change will have no impact on 
domestic prices. Growth in domestic production 
will be reduced by one to two per cent annually 
relative to consumption in the first year or two of 
the Agreement. However, an anticipated average 
growth in demand of four to five per cent each 
year will still allow for increases in annual 
production. 


Export Possibilities 


Possibilities exist now for exports of day-old 
broiler chicks to the United States. The removal 
of the U.S. tariff will improve the export position 
of those companies able to penetrate this market 
with superior products. Canadian firms can fill 
market niches in New England and the northern 
States. 


The competitive position of egg processors 
will be improved by removal of tariffs. Exports 
will increase slightly, but the quantities will not 
be significant. 
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Table 4.9 
Current Canadian and U.S. Tariffs on Poultry and Eggs 


Current Canadian Current U.S. 
Commodity Tariffs Tariffs 


Chickens, eviscerated, chilled or frozen 12.5%! 5¢/Ib 
Turkey, eviscerated, chilled or frozen 12.5%! 5¢/Ib 
Shell chicken eggs 3.5¢/doz 3.5¢/doz 


1 Minimum of 5¢/lb and maximum of 10¢/Ib 


Table 4.10 
Poultry and Eggs — 1986 


Major Farm Cash Receipts Imports 
Commodities Atlantic Quebec Ontario Prairies B.C. Canada _ from U.S. 


($ million) 


Table eggs ole 
Chicken 81.0 


Turkey 23.0 
Hatching eggs : 8.8 
Baby chicks and 

poults? 
Live poultry? 
Poultry meat? 
Egg products? 


TOTAL 


* data not available 

1 Reported under live poultry and poultry meat (see footnote 3) 

2 These four categories do not correlate directly to “Farm Cash Receipts’ commodities. 
3 |ncludes chicken, turkey, geese, etc. 


Sources: Statistics Canada, Production of Poultry and Eggs, 23-202. 
Statistics Canada Trade Tapes. 


Special Crops 
Background 
Farm Production 
Pulses 


Peas and lentils are typically Prairie crops 
(Manitoba and Saskatchewan, respectively) with 
an estimated farm value in 1986 of $125.8 million. 
White pea beans are grown mainly in Ontario for 
a 1986 value of $33.4 million, while coloured 
beans are grown in Ontario, Manitoba and Alberta 
for a value of $25 million. In 1986, Canada 
exported $128 million worth of pulses and pro- 
cessed $56 million worth for domestic 
consumption. 


Forages 


Forage production in Canada occupies 
39.8 per cent of the 105 million hectares of land 
used for agriculture. Components include a 
forage seed industry valued at $230 million and 
an export hay industry valued at $13.5 million. 
The vast majority of forage production occurs 
within individual beef, dairy and other livestock 
operations. Stored feed is valued at $3.1 billion 
and grazing at $1 billion. An alfalfa process- 
ing industry with a value of $47 million in 
1985-86 also exists and is based mainly in 
Alberta and Saskatchewan. 


Exports of hay to the United States, Britain 
and Japan amount to some 79 000 tonnes, of 
which 51 per cent is from Quebec and 37 per 
cent from Ontario. In 1985-86, forage seed was 
produced on approximately 50 000 hectares 
centred in Manitoba and Alberta with exports of 
27.9 million kilograms. 


Tobacco 


In 1986, Canada produced 66 800 tonnes of 
flue-cured tobacco grown on approximately 
27 000 hectares, for a gross farm value of about 
$242 million. Ontario produced 89 per cent, 
Quebec seven per cent and Prince Edward Island 
three per cent. Historically, 40 per cent of the 
crop has been exported to more than 60 coun- 
tries, mainly Britain and the United States. 


Sugar Beets 


Sugar beet production is located in Alberta 
(60 per cent) and Manitoba (40 per cent). Pro- 
duction of refined sugar beets supplies about 
10 per cent of Canadian domestic needs. In 
1986, there were 610 sugar beet growers in 
Alberta and 375 in Manitoba, who produced 
945 000 tonnes of beets having an approximate 
farmgate value of $24 million. About 790 people 
are employed by the industry and $20 million are 
spentin goods and services by the beet refineries. 


Mustard 


Mustard is produced in Saskatchewan 
(69 per cent), Alberta (18 per cent) and Manitoba 
(13 per cent). In 1986, some 233 600 tonnes were 
grown for a total farm value of $58.4 million. 
Ninety per cent is exported, mainly to the United 
States, the European Community and Japan. 


New and Other Special Crops 


This category of crops includes genuinely 
new ones and some of recent introduction (e.g., 
peanuts, chick-peas, evening primrose, Jerusalem 
artichokes, mung beans, lathyrus, coriander and 
Caraway) as well as established crops (€.g., 
ginseng, wild rice, safflower, confection sunflower 
and popcorn). Production and markets are very 
small in most cases or are being developed. 
However, new crops offer one means of diver- 
sifying the agricultural economy and can contri- 
bute significantly to local economies. 


Assessment 
Specific Elements of the Agreement Affecting 
Special Crops 

The United States has agreed to exempt 
Canada from any restrictions on imports of sugar- 
containing products containing 10 per cent or 
less sugar. 


Effect of Tariff Removal 


Most Favoured Nation tariffs in effect are 
noted in Table 4.12. 


Pulses 


Bilateral trade in pulses will not be signifi- 
cantly affected because existing U.S. tariffs are 
small, both countries are net exporters and 
domestic markets are adequately supplied. In 
addition, consumption of pulses in North America 
is low — approximately one kilogram per person 
per year. 


Forages 


The elimination of tariffs under the Agree- 
ment will be an advantage to the Canadian 
forage-seed industry because U.S. tariffs consti- 
tute a significant barrier to Canadian exports. 
Although the trade of seeds between the two 
countries is small (Canada exports about 
$11.7 million and imports $17.4 million) and 
the demand in the United States is not likely to 
increase, a more competitively priced Canadian 
product can be expected to capture a larger 
share of the existing market. 
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Table 4.11 
Special Crops — 1986 


Major Farm Value of Production’ Imports — Exports 
Commodities Atlantic Quebec Ontario Prairies B.C. Canada fromU.S. toU.S. 


($ million) 


Pulses 
Mustardseed 
Buckwheat 
Canaryseed 
Tobacco 
Sugar beets : ; 
Tame hay 13.5 
Forage seed ; 38.6 
Dehydrated 
alfalfa 0.3 23 


‘For special crops, farm value is a better statistic than farm cash receipts for indicating agricultural importance 
2 Beet pulp for animal feed 


Sources: Agriculture Canada, Handbook of Selected Agricultural Statistics, 23-001. 
Statistics Canada, Trade of Canada, 65-202 and 65-203. 


Table 4.12 


Current Canadian and U.S. Tariffs on Special Crops 


Current Canadian 
Commodity Tariffs 


Dry beans 1.5¢/Ib 


Alfalfa Free 
Alfalfa meal 10% 


Honey 1.5¢/Ib 
Tobacco, unstemmed 12.75¢/Ib 


Current U.S. 
Tariffs 


0.75¢/Ib 
(May 1-Aug. 3), 1.5¢/lb otherwise 
1.5¢/Ib 
3% 
1¢/Ib 
12.75¢/Ib 
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The Agreement will not have an impact on Canaryseed 
the sale of hay because there are no tariff or The elimination of the U.S. tariff on canary- 
non-tariff barriers to trade. Current tariffs favour seed under the Agreement will have little effect 
the Canadian dehydrated alfalfa industry. on Canadian exports. Existing tariffs are small 
and during the last three years exports to the 
Tobacco United States have nearly doubled. Since markets 
The reduction of tobacco tariffs over a are limited, this performance cannot be expected 
10-year period could provide a basis for to continue. 


increased exports to the United States. 


Conclusions 


This report has provided an assessment of 
the impact of the Canada-U.S. Free Trade 
Agreement on agriculture. The Agreement clearly 
succeeds in securing a wide range of export 
opportunities for the agri-food sector. At the 
same time, it preserves the policy framework for 
Canadian supply managed industries and the 
integrity of Canada’s agricultural marketing 
system. Market development opportunities have 
been identified for grains, oilseeds, livestock, red 
meats and horticultural products. The benefits of 
the agricultural market opportunities will accrue 
to all regions of the country. Some adjustment 
will be required by the grape and wine industry 
as the Agreement is implemented. Consultations 
have been initiated between federal and provin- 
cial governments, as well as industry groups, to 
develop concrete proposals to address the tran- 
sitional adjustment problems. 


Impacts on the grains and oilseeds sector 
include: the potential for increased exports of 
canola oil, soybean oil, and high quality wheat 
and oats; opportunities for increased canola oil 
exports to the United States through the phasing 
out of U.S. tariffs on that product (after three 
years, the decrease in the U.S. tariff on canola 
will more than offset the removal of WGTA bene- 
fits to west coast ports); and increased potential 
markets for sales of milling and pasta wheats in 
the United States immediately upon the coming 
into force of the Agreement. 


Important export opportunities are identified 
for the livestock and red meat sector under the 
Agreement. Export market development is antici- 
pated, given the competitive nature of the 
Canadian livestock and red meat sector. How- 
ever, some adjustment and rationalization may 
be required in the meat processing industry. 


Exports of high quality finished cattle for 
slaughter, high quality beef and pork are 
expected to increase in a free trade context. As 
the Canadian livestock sector operates essentially 
in a North American market, some increased 
imports of feeder cattle for feeding in Canadian 
feedlots will improve capacity utilization. The 
expanded market opportunities in the United 
States for the livestock and red meat sector 
should have a positive impact on the Canadian 
feed grain market. 


The Agreement will have no impact on the 
milk supply management system. Only a limited 
number of products not already on the Import 
Control List will be affected by the gradual 
elimination of tariffs. Dairy production and 
processing are becoming more specialized, with 
economies of scale favouring an increase in 
herd size and fewer and larger processing plants. 
This has led to reduced producer numbers 
(particularly among industrial milk only and 
cream producers) and to consolidation in the 
processing industry. These trends are likely 
to continue, but will not be influenced by 
the Agreement. 
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A wide range of commodities are often 
grouped together under horticulture. Some of 
the specific commodity items in horticulture will 
benefit, some will be generally unaffected and 
some will face adjustment as a result of the 
Agreement (e.g., grapes). It is also evident that 
the impact of the Agreement will not be uniform 
in all regions of Canada. Tariff and non-tariff 
barrier removal over a period of time will bring 
about a number of positive changes for some 
horticulture commodities by virtue of reduced 
input costs and less costly access to the U.S. 
market. Both fresh and processed potato prod- 
ucts are likely to find a larger market in the 
United States, which will benefit the Maritimes. 
Cole crops, including broccoli, brussels sprouts 
and cauliflower, will be in a stronger position as 
US. tariffs are significant and are considered to 
be a deterrent to increased sales. Ontario, 
Quebec and the Maritimes will benefit from 
increased cole crop production. 


Ontario, Quebec and the Maritimes will also 
benefit from expanded sales of such fresh vege- 
tables as cabbage, carrots, onions, onion sets 
and sweet corn. Cucumber (English type) sales 
from greenhouse production will increase 
in Ontario. 


The floriculture industry expects some 
growth in sales to the United States. Potted plant 
sales to the eastern parts of the United States 
and cut flower sales for local border trade are 
both expected to increase. Poinsettias, chrysan- 
themums, begonias, African violets and green 
foliage plants are specific items that should 
experience some market growth. 


Primary producer returns for chicken, turkey 
and eggs will not be affected by tariff reductions 
because import controls have been maintained. 
The change in global quotas for these commodi- 
ties will not affect producer returns. Further 
processors and food manufacturing processors 
who use egg products will benefit from lower- 
priced inputs (formula price is U.S.-based) for 
domestic sales, greater access to U.S. eggs for 
processing and re-export and lower-priced 
processed eggs for global import permit holders. 
Some export opportunities are anticipated for 
hatching eggs. 


In the special crops sector, some increased 
exports of tobacco could occur under the 
Agreement. 


Canadian agricultural exports will also 
benefit from the dispute settlement procedure, 
which will provide a greater degree of certainty 
about trade actions, and from the requirement 
for semi-annual consultations, which should 
increase the potential for resolving trade irritants. 


In the context of current international agri- 
Cultural market disarray, the opening up of the 
U.S. market will provide an opportunity for the 
Canadian agri-food sector to grow and prosper. 
The Agreement will require some adjustments for 
certain agricultural commodities and the food 
industry more generally. However, the overall 
long-term benefits to the agri-food sector and 
the economy through improved efficiencies in 
resource allocation, opportunities for continued 
sectoral growth and secure access to the large 
North American market will outweigh the 
short-term costs. 


Appendix A 


Elements of the Canada-U.S. Free Trade 
Agreement — Synopsis 

On October 4, 1987, Canada and the United 
States agreed in principle on the elements to be 
included in the Canada-U.S. Free Trade Agree- 
ment. The legal text of the Agreement was tabled 
in the House of Commons on December 11, 1987. 
The main elements of the Agreement are the 
following: 


Tariffs and Rules of Origin 


All bilateral tariffs will be removed, starting 
January 1, 1989, when the Agreement enters into 
force, on the basis of three formulas: a) some will 
be eliminated immediately; b) some will be elimi- 
nated in five equal annual steps; c) some will be 
eliminated in 10 equal annual steps. 


Goods which originate entirely in Canada or 
the United States will qualify for the new tariff 
treatment. Goods incorporating offshore materials 
or components that have been sufficiently 
changed to warrant a change in tariff classifi- 
cation will also qualify. In certain cases, goods 
will need to incur 50 per cent of manufacturing 
cost in either country before they qualify. 


Quantitative Restrictions 


GATT provisions governing quantitative 
restrictions on imports or exports will continue to 
apply. Existing quantitative restrictions will be 
eliminated, either immediately or according to an 


agreed timetable, or will be grandfathered. With 
respect to export measures for short supply or 
conservation reasons, the Agreement goes 
beyond the GATT to allow for proportional access 
to supplies on an historical basis without any 
price discrimination being imposed by govern- 
ments. The Agreement provides for co-operation 
on implementing any such export measures to 
prevent diversion to third parties. 


Technical Standards 


The two governments agree to build on the 
GATT Standards Code. They will endeavour to 
make federal standards more compatible in 
order to reduce technical barriers which inter- 
fere with trade, while still protecting health 
and safety, environmental, natural security and 
consumer interests. Increased compatibility of 
standards at the state, provincial and private 
leveis will be encouraged. Technical standards 
for agriculture, food and beverages are covered 
in the Agriculture chapter. 
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Agriculture 


Both governments agree to eliminate tariffs 
on agricultural trade within 10 years and not to 
use direct export subsidies on their bilateral 
agricultural trade. There is a special tariff provi- 
sion for fresh fruit and vegetables which enables 
the temporary reimposition of current tariffs under 
certain circumstances. Both governments will 
exclude each other from their respective meat 
import laws and Canadian import licences for 
wheat, barley and oats will be eliminated once 
grain support levels are equivalent in both coun- 
tries. Canada will be exempt from any future U.S. 
quantitative restrictions on products containing 
10 per cent or less sugar. The Agreement retains 
the Canadian supply management and marketing 
board system and provides for a slight increase 
in Canadian import quotas for poultry and eggs. 
Both countries agree to reduce technical regula- 
tions which interfere with trade, while still pro- 
tecting human, animal and plant health. 


Wine and Distilled Spirits 


The two governments agree to provide 
national treatment in listing and distribution 
practices, with certain exceptions for B.C. 
wineries and private wine outlets in British 
Columbia and Ontario. Canada will eliminate the 
price mark-up differential between Canadian and 
U.S. wines over a seven-year period, and imme- 
diately for distilled spirits. The Agreement does 
not apply to current restrictions on beer. All other 
price discrimination in Canada and the United 
States will be eliminated immediately. 


Energy 


Both governments agree to prohibit most 
restrictions on energy exports and imports, 
subject to existing GATT reasons for which such 
restrictions may be applied, including those 
related to supply or conservation. In the event of 
short-supply export controls, however, the 
exporting country will allow for access up to the 
historical proportion for energy commodities and 
will not impose higher prices for export. As with 
the general quantitative restrictions, there is no 
obligation to supply. 


Automotive Trade 


The Agreement retains the Auto Pact and its 
safeguards for current participants. Canadian 
value-added commitments by the Auto Pact 
manufacturers are not changed in any way by 
the Agreement. Rules of origin in the Agreement 
encourage the sourcing of more parts in North 
America. Automotive duty waivers and remissions 
will be phased out, as will the Canadian embargo 
on used vehicle imports. 


Emergency Measures 


Both governments agree to more stringent 
standards in the application of safeguard mea- 
sures (quotas or restrictions) to bilateral trade. 
Global import quotas or surtaxes imposed by 
either government under Article XIX of the GATT 
will exempt the other party if its shipments are 
not substantial (less than five to 10 per cent of 
total imports). During the period of transition of 
this Agreement if imports from the other country 
alone are a substantial cause of serious injury, 
duty reductions provided by the Agreement may 
be suspended for a maximum of three years, but 
only one such action per product can be taken. 


Government Procurement 


Canada and the United States agree to 
expand access of each other’s suppliers to pur- 
chases by governments at the federal level, 
building on the GATT Government Procurement 
Code. The coverage of the Code will be broad- 
ened to purchases between U.S. $25,000 (about 
Can $33,000) and U.S. $171,000 (Can $238,000). 
Further bilateral negotiations will be resumed 
once the GATT Code is renegotiated. 


Trade in Services 


The Agreement provides, for the first time, a 
set of disciplines covering many service sectors. 
In the future, both governments will extend the 
principles of national treatment, right of commer- 
cial presence and right of establishment, consis- 
tent with the investment chapter, to each other's 
providers of services. Sectoral annexes spell out 
these obligations for Tourism, Architects, and 
Computer and Enhanced Telecommunications 
Services. 


Financial Services 


The Agreement preserves the access that 
Canadian and U.S. financial institutions have to 
each other's markets and opens new areas of 
competition in securities underwriting and 
banking. 


Cultural Industries 


Cultural industries are explicitly exempted 
from the Agreement. 
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Temporary Entry for Business Purposes 


Business persons trading in goods and ser- 
vices will benefit from improved and easier 
border crossing. 


Investment 


The two governments agree to provide 
national treatment in future to each other's 
investors and will not impose export, local con- 
tent, local sourcing or import substitution require- 
ments on each other's investors. Existing laws, 
regulations and published policies are grand- 
fathered. The Canadian threshold for the review 
of U.S. direct acquisitions will be raised to 
Can $150 million by 1992. Review of U.S. indirect 
acquisitions will be phased out over the same 
period. 


Dispute Settlement in Antidumping 
and Countervail Cases 


A dispute settlement mechanism will guar- 
antee the fair application of respective anti- 
dumping and countervailing duty laws. Either 
government may request a binational panel to 
review final antidumping or countervail deter- 
minations. Panel decisions will be binding. New 
legislation will not apply to the other country 
unless it is so specified. A binational panel may 
review such proposed legislative changes and 
issue opinions. Both governments will attempt to 
develop and implement a substitute system of 
countervail and antidumping laws within 
seven years. 


Institutional Provisions 


A Canada-United States Trade Commission 
will be established to supervise the implementa- 
tion of the Agreement and resolve disputes. The 
two governments further agree to binational 
panel procedures at the insistence of either 
country to make recommendations for the settle- 
ment of disputes regarding the interpretation and 
application of the Agreement in other than anti- 
dumping and countervail cases. They will refer 
such disputes to binding arbitration in the case 
of safeguards and, with the agreement of both 
governments, may also do so in other cases. 


Appendix B 


Canada-U.S. Free Trade Agreement — 
Agricultural Tariff Phaseout 


All tariffs are being eliminated over one of 
three phaseout periods: immediately; in equal 
annual reductions over five years; or in equal 
annual reductions over 10 years. All reductions 
begin on January 1, 1989. 


A general principle is that the phaseout 
periods for Canadian and U.S. tariffs are har- 
monized. This means that even if U.S. and 
Canadian tariffs are at different levels, they are 
phased out over the same period. As a result of 
this general principle, Table B1 applies to 
both Canadian and U.S. tariffs. The only 
exceptions are: 


@ where the U.S. tariffs are already free, 
Table B1 applies only to the Canadian 
tariffs; and 


@ where the Canadian tariffs are already free. 
In this case, the phaseout periods for the 
appropriate U.S. tariffs are identified sepa- 
rately in Table B2. 


Tables B1 and B2 apply only to tariffs on 
Canada-U.S. trade under the Harmonized System 
(H.S.), as imports from other countries are not 
affected by the Agreement. 
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Table B1 
Phaseout Periods for Canadian and U.S. Agricultural Tariffs, 
Except where Canadian Tariff Already Free’ 


Current Canadian 
H.S. Tariff Description Tariffs 


Immediate Phaseout 


Meats 
0210.11.00 Pork hams, shoulders and cuts, bone in 2.21¢/kg 
0210.12.00 Pork bellies, etc. 2.21¢/kg 
0210.19.90 Other pork, salted in brine, dried or smoked 2.21¢/kg 
0210.20.00 Beef, offals, salted, dried or smoked 2.21¢/kg 
0210.90.90 Other meat and edible meat offal, salted, in brine, dried or smoked, 2.21¢/kg 
including edible flour and meals of meat or meat offals, 
other than poultry 
1601.00 Sausages in airtight containers 15% 
1601.00.91 Sausages, pork 1.32¢/kg 
1601.00.99 Sausages, other 2.21¢/kg 


Animal Products 
1502.00.00 Fats of bovine animals, sheep or goats 4% 


Forages 
1214.10.00 Alfalfa meal and pellets 10% 
1214.90.10 Grass meal 11% 


Vegetable Products 
1302.11.00 Vegetable saps and extracts, opium $11.02/kg 


Food Products 
2102.10.10 Active yeasts with a moisture content of 15% 

or more but excluding liquid yeast 12.5% 
2102.10.20 Active yeasts with a moisture content of less than 15% 10% 


Beverages 


2208.30.00 Whiskies of absolute ethyl alcohol 7.68¢/L 
2208.40.10 Rum of absolute ethy! alcohol 38.4¢/L 
2208.40.20 Tafia of absolute ethyl! alcohol 19.2¢/L 


’ See Table B2 for phaseout of U.S. agricultural tariffs where corresponding Canadian tariff is already free. 


Table B1 (cont) 


Phaseout Periods for Canadian and U.S. Agricultural Tariffs, 
Except where Canadian Tariff Already Free’ 


Current Canadian 
H.S. Tariff Description Tariffs 


Feeds 

2303.20.10 Dried beet pulp 4% 
2309.90.91 Complete feeds 5% 
2309.90.99 Other feeds, premixes, etc. 12.5% 


Live Animals 

0102.90.90 Live bovine animals 2.21¢/kg 
(except dairy and purebred) 

0104.10.90 Live sheep (other than purebred) $1.00/hd 


Five-Year Phaseout 


Meats 

0204.10.00 Meat of lambs, fresh chilled or frozen 6.61¢/kg 
0204.22.20 Lamb cuts, bone in 6.61¢/kg 
0204.23.20 Boneless lamb, fresh or chilled 6.61¢/kg 
1602.10.00 Other prepared meat, homogenized 15% 
1602.20.10 Pates de foie with truffles 15% 


Animal Products 
0503.00.10 Horsehair and waste, put up as a layer with support material 25% 
0506.10.90 Ossein and bones treated 10.2% 
with acid; other 
0510.00.90 Ambergris, castoreum, civet and musk, cantharides, bile, 10.2% 
glands and other products used in the preparation of 
pharmaceutical products 
1505.10.00 Wool grease, crude 10.2% 
1505.90.00 Wool grease, other 10.2% 
1506.00.00 Other animal fats and oils 10.9% 


’ See Table B2 for phaseout of U.S. agricultural tariffs where corresponding Canadian tariff is already free. 


Table B1 (cont.) 


Phaseout Periods for Canadian and U.S. Agricultural Tariffs, 
Except where Canadian Tariff Already Free’ 


Current Canadian 
H.S. Tariff Description Tariffs 


Food Products 


0901.21.00 Coffee, not roasted or decaffeinated 4.41¢/kg 
0901.22.00 Coffee, decaffeinated, not roasted 4.41¢/kg 
0901.40.00 Coffee substitute, containing coffee 6.61¢/kg 
2101.30.90 Roasted coffee substitutes, except chickory 6.61¢/kg 


Cereals 
1006.40.00 Broken rice $5.51/t 


Vegetable Oils 

1508.10.00 Ground-nut oil, crude 7.5% 
1511.10.00 Palm oil, crude 10% 
1512.11.10 Sunflower seed oil 7.5% 
1512.11.20 Safflower oil 10% 
1513.11.00 Coconut oil 10% 
1513.21.00 Palm kernel or babassu oil, crude 10% 
1515.11.00 Linseed oil 75% 
1515.21.00 Corn oil 75% 
1521.90.10 Beeswax 3% 


10-Year (Normal Period) Phaseout 

All other live animals 

All other meats 

Dairy products 

Plants, bulbs, flowers 

Fruits and vegetables 

All other food products 

All cereals (except broken rice) and cereal products 
All other oilseeds and products 

All other vegetable and animal products 
Sugar and confectionary 

All other beverages and spirits 
Tobacco and products 


' See Table B2 for phaseout of U.S. agricultural tariffs where corresponding Canadian tariff is already free. 


Table B2 


Phaseout of U.S. Agricultural Tariffs where Corresponding Canadian Tariff is Free 


Current U.S. 
H.S. Tariff Description Tariffs 


Immediate Phaseout of U.S. Tariffs Where Corresponding Canadian Tariff is Already Free 

1209.21.00 Alfalfa seed 1.5¢/Ib 
1209.22.20 Clover, white and ladeno 1.6¢/Ib 
1209.24.00 Kentucky bluegrass 1.25¢/Ib 
1209.25.00 Ryegrass 1.0¢/Ib 
1210.10.00 Hops 7.5¢/Ib 


Five-Year Phaseout of U.S. Tariffs Where Corresponding Canadian Tariff is Already Free 
2304.00.00 Soybean oilcake 0.3¢/Ib. 
2306.20.00 Linseed oilcake 0.12¢/Ib. 
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